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Financial Highlights
FIVE YEAR FINANCIAL SUMMARY
SUMMARY OF OPERATIONS

Interest income

Interest expense

Net interest income

Provision for possible loan losses
Net interest income after provision
for possible loan losses

Other income

Other expense

Income before income taxes
Applicable income taxes

Net income

Cash dividends(1)

SELECTED YEAR END BALANCES
Investment securities

Loans and leases (net)

Assets

Deposits

Other debt (2)

Shareholders’ equity

PER COMMON SHARE DATA
‘Net i rncome — Basic(3)(4)
Net income’= Diluted(3)(4)

Cash dividends -

Book value (At year-end)( )

Number of-shares used in per share
calculation — Basic(3)4)

Number of shares-used in per share.

A calculatlon - Drluted( )(4)

TWO YEAR SUMMARY COMMON
- STOCK PRICES

4
<4,

=

Years Ended December 31,

2003 ~2002 2001 2000 1999
(dollars in thousands)

$ 35680 |$ 34,811 $ 36,736 [ $ 38983 | $ 35,551
4,283 5,039 9,030 11,103 8,333
31,397 29,772 27,706 27,880 27,218
348 460 498 1,070 485
31,049 29,312 27,208 26,810 26,733
5,613 5,694 5,414 4,604 4,521
23,515 22,934 21,846 20,794 21,342
13,147 12,072 10,776 10,620 9 912
4,726 4,378 3,926 3,920 3,662
8,421 7,694 6,850 6,700 6,250
0.68 0.43 0.40 0.36 0.41
145,550 80,778 79,743 70,816 61,548
455,101 437,441 404,200 364,782 339,533
686,158 604,818 550,141 505,825 458,676
612,049 534,562 475,390 454,041 397,264
8,248 8,248 19,000 — 8,819
60,788 57,576 51,852 48,263 48,439
1.27 1.17 1.04 0.97 0.84
1.18 1.09 0.99 0.94 0.79
0.68 0.43 0.40 0.36 0.41
9.07 8.76 7.92 7.24 6.60
6,613,062 6,562,700 6,571,543 6,906,748 7,481,531
. 7,140,144 7,059,565 6,912,383 7,149,019 7,947,629

(T\) For |nrorrnat|on regarding restrictions affecting the ability of the Company to pay cash dividends, see
Nate 1370 the Companys Consolidated Financial Statements. (2) For information regarding other debt see
Note 9 to' the Company’s Consolidated Financial Statements. (3) Retroactively adjusted for stock dividends
__and 'stock splits. (4) For information regarding the determination of basic and diluted earnlngs per share,
T see Note 17 to the Companys Consolidated Financial Statements.

“The Company’s common stock trades on The NASDAQ Natlonal Market
System under the symbol “FOOT” At December 31, 2003, the Company,
had approxrmateg 1,040 shareholders of record. The followmg table sets
férth the high and fow trade Brlces er share of the Company’s common
stock as reported on The NAS ational Market System, for the quarters

indicated.”
Trade Prices (1) Stock Dividends Cash DlVldendsvt
" QuarteriEnded,. ~High Low - \ 5 :
03/31/03 17.1% 1423 .  — 0.11
06/30/03 18.81° 15.83 /\ — ! 0.12 .
09/30/03 20.97 "16.71 P — 0.12
12/31/03% S 2229 1943 9.00% 033
+ 03/31/02§ \12 37 1036 — £9.10
" 06/30/0E) 1096 a.  — 0.11,
09/30/02. " " »ﬁr’z 84 11.08 5 . — 0.1
12/31/0%° . 18.38. 1 1431 ' 9.00% 011
(1) Retroactwely adJusted for stocE dividends“and stock splits. ‘ w‘
S R oy
“u i Q"'\\ﬂr o - Cj ’/'
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Our Corporate
Profile

The Company’s principal operating subsidiary is
Foothill Independent Bank, a California com- :
mercial bank with its corporate offices located ;
in Glendora, (approximately 40 miles east of
Los Angeles) conveniently based in the San
Gabriel Valley, which bridges the Los Angeles
and Inland Empire areas.

Foothill Independent Bank operates twelve full :
service branch locations within Los Angeles, ’
San Bernardino and Riverside counties.

Foothill's product offerings include traditional
banking services, such as commercial and
consumer deposit and loan products, as well as

a variety of innovative cash management

services including Internet banking at

www foothirllbanmnk. corm.
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Earnings & Income

Net Income
(millions)

Earnings
Per Share
(basic)

02 02"
%17 e — e %77

$1.04 _— k
00’
$0.97

S $6.8
00’

L : ' : $6.7

99’ 99’
$0.84 $6.2

*Retroactivelysadjusted for stock dividends and stock splits.
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The
Report to
Shareholders

It was an exciting year at Foothill, the year of our 30th anniversary...we celebrated, received recognition,
achieved goals, and reported our most profitable year to date.

A record fourth quarter was a fitting end to an excellent year for Foothill and its stockholders. Fourth quar-
ter net income increased 22% to $2.2 million, or $0.31 per diluted share while full year net income grew
9% to $8.4 million, or $1.18 per diluted share. Return on average assets and return on average equity at
year-end were 1.29% and 14.35%, respectively.

Despite a difficult interest rate environment, we grew profits and lowered our cost of funds through our
strategy of building core deposits. Core deposits, which consist of no cost demand and lower-cost savings
and money market deposits, increased 19% to $537 million, representing 88% of total deposits at year-
end. Total deposits were $612 million, up 14% from the previous year. Loan production remained strong
in 2003, however loan portfolio growth slowed due to significant prepayments resulting in total loan
growth of 4% to $460 million. Although our net interest margin has trended downward somewhat, at
5.27% for 2003, it remains among the best in our peer group of banks. Credit quality remained excellent
as non-performing assets decreased to 0.09% of total assets at year-end. Total assets increased 13% to
$686 million at December 31, 2003.

We expect future loan portfolio growth to be supported by our approval as a Preferred Lender with the

U. S. Small Business Administration (SBA). Preferred lenders are selected based on their historical record
with the SBA, demonstrating a proficiency in processing and servicing SBA-guaranteed loans. Our selection
as an SBA Preferred Lender substantiates our commitment to serving the financing needs of small businesses
in Southern California. This designation promotes speed and convenience for our customers while provid-
ing Foothill with a highly secure pool of loans through which we can build our portfolio.

As a community-focused bank, we are proud to assume our responsibility to reinvest in the communities
that we serve. One way we do that is through partnerships with organizations such as the Inland Empire
Lenders Community Development Corporation (IELCDC). This organization provides capital to small busi-
nesses in San Bernardino and Riverside counties giving them the opportunity to start up, grow, and ulti-
mately attain their business goals. The Bank Enterprise Award program recognizes the key role played by
financial institutions in promoting community revitalization through the provision of essential financial -
services, credit, and investment capital. Because of our IELCDC support, Foothill was one of just four
California banks to receive the Bank Enterprise Award for 2003.

The Company has generated consistent earnings growth over the years, and has a tradition of sharing that
success with our shareholders, including a long history of increasing cash dividends. The cash dividend
was increased twice in 2003 and a special cash dividend was paid of $0.20 per share was paid. The com-
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pany issued a 9% stock dividend in January of 2003 and again in January
2004, which further reflects our commitment to enhancing shareholder value.

To build strength for the future, we will continue to seek acquisition opportu-
nities that will invigorate growth and make fiscal sense. Short of such oppor-
tunities, we will look to open a branch or two this year, either by filling in
gaps within our market to the south or expanding our presence to the east.
Additionally, it is our intention to sustain our efforts to review current opera-
tions with the goal of cutting costs and driving down our efficiency ratio.
Solid growth will be cultivated by striv-

ing to generate new loans while main-
taining our underwriting standards. As |

always, Team Foothill will remain stead-

fast in generating core deposits by I

. . . FoOTHILL

expanding current relationships and : INDEPENDENT BANK
working to attract new relationships by 3
delivering an exceptional customer serv- |

ice experience.

1 clbation of
il
30" ANNIYERSARY MEETING OF SHAREHOLDERS
ey 13 2008

Our appreciation goes out to all those

William Landecena, Chairman of the Board of Directors and

WhO contributed to makl ng our 30th year Of business the George Langley, President & CEO with representatives from local
. dignitary offices including Senator Bob Margett, California State
best ever. To our Shareholders, thank you for your confi- Assemblyman Dennis Mountjoy, Congressman David Dreier and

dence in and support of the Company. To our customers,
we firmly believe that you are our primary reason for being,
and value your relationship. And of course, our gratitude
to our dedicated team of employees who consistently

~ deliver platinum service to our customers and who work ity
diligently to grow the Bank. Thank you all for sharing in Foomt et Bert
our success.

2003 annual meeting of shareholders.

b
3P Anniversary
For Qutstanding Service 1o the Community

oLy ol M 3080 i

Geogrge E. Langley
President & CEO

Los Angeles County Supervisor Michael D. Antonovich at the
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Steady growth over several
,, YEArs produces spectacular
results. Formed in
1973, our founding
directors believed that a
& locally managed and
operated bank with a
strong focus on customer
service would accomplish
what no other bank had done
: be f service to the community. Throughout our
on to deliver an exceptional banking
beyond the boardroom to our teller Iines.

=

trust has made us the highly
used bank we are today and
olid future.

} The Findley. Reports

on o i

The Findley Reports on Financial Institutions

cammends the Dircciors, Officers ond Staff'of'
FOOTHILL INDEPENDENT BANK
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e ariows clements To form a flawless relationship for each

e — T A R e

y demonstrating value and
grows from our Platinum Service

brand image and involves every aspect of relationship
development from mangers meeting regularly with our

customers at their place of business to friendly,
personable in-branch trans-

actions. Strengthening
these relationships

and building loyalty

by providing »

resources and | -]

information to i
help our :
commercial
customers

improve their

:;é\

business also creates awareness of our broad capabilities as a full-service,

yet local, community bank.

Our growth potential is limitless as we use these multiple channels to
strengthen the core of our service foundation. As we develop the
potential of our current customer base, discover new products,
implement innovative services and utilize technology
effectively we ultimately enhance our customers’
experiences, loyalty and admiration.

FOOTHILL INDEPENDENT BANK

The unusual and hi irable ability to bave Nexible business hanking retationships.
It's just another wary of saying Foothill has the best employees, service and products in town.

Intensifying our competitive advantage by
promoting our distinctiveness required a
bold step to compose our own Platinum
Service language. Inventing new words,
definitions and conveying ideas that
describe our unique selling points creates
an environment of relevance, intrigue and
successfully differentiates us from the
competition.

This dazzling new advertising
concept ultimately aligns the bank
with customer needs while
delivering a new spin on our core

brand image. We call this

campaign “superbankability.” It's just
another way of saying Foothill has the
best employees, service and products in

town.




Management’s Discussion and
Analysis of Financial Condition & Results of Operations

GENERAL

The following discussion should be read in conjunction with our audited consolidated financial statements, and the footnotes thereto, contained elsewhere in this report and the statements regarding
forward-looking information and the factors that could affect our future performance described below in this Report.

Our principal operating subsidiary is Foothill Independent Bank {the “Bank"), which is a California state chartered bank and a member of the Federal Reserve System. The Bank accounts for substan-
tially all of our consolidated revenues and income. Accordingly, the following discussion focuses primarily on the Bank's operations and financial condition.

Forward-Looking Statements

The discussion below in this Section of this Annual Report includes “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended (the “1933 Act”) and
Section 21E of the Securities Exchange Act of 1934, as amended (the “1934 Act”). Those Sections of the 1933 Act and 1934 Act provide a “safe harbor” for forward-looking statements to encourage
companies to provide prospective information about their financial performance so long as they provide meaningful, cautionary statements identifyfng important factors that could cause actual results
to differ significantly from projected results. Other than statements of historical fact, all statements in this Report and, in particular, any projections of or statements as to our expectations or beliefs
concerning our future financial performance or financial condition or trends in our business or in our markets, are forward-looking statements. Forward-looking statements often include the words
"believe," "expect," "anticipate,” "intend," "plan," "estimate," "project,” or words of similar meaning, or future or conditional verbs such as "will," "would," "should," "could," or *may." Factors that could
affect our future operating results and cause them ta differ, possibly significantly, from those currently anticipated are described in this Section of this Report, including in the subsections entitled
“Critical Accounting Policies” and “Factors That Could Affect Our Future Financial Performance” and, according, this Section of this Report should be read in its entirety.

Critical Accounting Policies

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States of America (“US GAAP"} and general practices in the banking
industry. The information contained within our financial statements is, to a significant extent, based on approximate measures of the financial effects of transactions and events that have already
occurred. However, the carrying value of some of our assets can be affected by estimates and the judgments we make about future or anticipated events, the outcome of which, in some cases, is out-
side of our control and which could cause our future operating results to differ, possibly materially, from the results that are currently expected.

Judgments Regarding Reserves for Potential Loan Losses. The accounting policies we follow in determining the sufficiency of the reserves we establish for possible loan losses require us to make judg-
ments and assumptions about future economic and market conditions that can affect the ability of our borrowers to meet their loan payment obligations. For example, if economic or market conditions
were to change in an unexpectedly adverse manner or interest rates were to increase beyond the levels expected by us when we established the reserves for loan losses, such changed conditions could
increase the possibility of borrower payment defaults, which could require us to increase reserves for potential loan losses. Since reserves are increased by a charge against income (known as the “provi-
sion for loan losses”), such changed conditions could cause our earnings to decline in the period when those increases are recorded. See “Results of Operation -- Provision for Loan Losses” below in this
Section of this Report. Additionally, conditions or events of this nature could require us to reduce the carrying values of the loans that are affected by these conditions (often referred to as “loan write-
downs or “loan charge-offs”). Since loans represent the largest companent of our total assets, unanticipated changes in economic or market conditions potentially can have a significant effect on the
amount of our reported assets as set forth on our balance sheet.

Utilization of Deferred Income Tax Benefits. The provision that we make for income taxes is based on, among other things, our ability to use certain income tax benefits available under state and fed-
eral income tax faws to reduce our income tax liability. As of December 31, 2003, the total of the unused income tax benefits (referred to in our consolidated financial statements as a “deferred tax
asset”), available to reduce our income taxes in future periods was $2,818,000. Such tax benefits expire over time unless used and the realization of those benefits is dependent an our generating tax-
able income in the future in amounts sufficient to utilize those tax benefits prior to their expiration. We have made a judgment, based on historical experience and current and anticipated market and
economic conditions and trends, that it is more likely than not that we will generate taxable income in future years sufficient to fully utilize those benefits. In the event, however, that our income were
to decline in future periods making it less likely that those benefits could be fully utilized, we would be required to establish a valuation reserve to cover the potential loss of those tax benefits. The
creation of such an allowance would result in an increase in the provision we make for income taxes, and, therefore, would have the effect of reducing our net income.

Results Of Operations

Overview of Fiscal 2003 Operating Resulls,

The principal determinant of a banking organization’s income is net interest income, which is the difference between the interest that a bank earns on loans, investments and other interest earning
assets, and its interest expense, which consists primarily of the interest it must pay to attract and retain deposits and the interest that it pays on other interest bearing liabilities. A bank's interest income
and interest expense are, in turn, affected by a number of factors, some of which are outside of its control, including the monetary policies of the Federal Reserve Board, national and local economic
conditions, and competition from other depository institutions and financial services companies, which affect interest rates and also the demand for loans and the ability of borrowers to meet their loan
payment obligations.

The following table sets forth information regarding the interest income that we generated, the interest expense that we incurred, our net interest income and our net earnings in years ended December

31,2003, 2002 and 2001:
Year Ended December 31

2003 2002 2001
{In Thousands
interest Income $35,680 $34,811 $36,736
Interest Expense 4,283 5,039 9,030
Net interest income 31,397 29,772 27,706
Net Income $ 8,421 $ 7,694 $ 6,850

During 2001 the Federal Reserve Board adopted and began implementing a monetary policy that was designed to reduce market rates of interest in an effort to stimulate the U.S. economy, which was
heading into recession. That policy continued through 2002 and 2003, as the hoped for economic recovery has been slow to develop. Pursuant to that policy the Federal Reserve Board reduced inter-
est rates throughout 2001 and, as a result, the prime rate of interest charged by most banks declined from 9.50% to 4.75% during 2001. It remained at 4.75% through most of 2002, declining to
4.25% in November 2002, where it remained until late June of 2003 when it declined further to 4.00% as a result of a further reduction in interest rates by the Federal Reserve Board. Those monetary
policies, combined with the continued softness in the United States economy, caused the average rate of interest earned on our interest earning assets to decline to 6.0% in fiscal 2003 from 6.7% in fis-
cal 2002 and 7.8% in fiscal 2001.
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Despite that decline, as indicated in the table above, we still achieved an increase of $727,000, or 9.5%, in net earnings in 2003 as compared to 2002, That increase was primarily due an increase in
net interest income in 2003 of $1,625,000,0r 5.5%, as compared to 2002, which was partially offset by a $581,000 increase in non-interest expense.

As the following table indicates, net earnings for 2003 represented a return on average assets of 1.29% and a return on average equity of 14.35%, compared to 1.34% and 14.07%, respectively, for
2002.

2003 2002 2001
Return on Assets 1.29% 1.34% 1.32%
Return on Equity 14.35% 14.07% 13.81%
Dividend Payout Ratio 53.54% 33.86% 32.26%
Equity to Asset Ratio 8.99% 9.53% 9.55%

Results of Operations for the Years ended December 31, 2003 and 2002.

Net interest Income. As indicated by the following table, which sets forth the net interest earnings {in thousands of dollars} and the net yields on average earning assets for the years ended December
31, 2003, 2002 and 2001, the increase in net interest income in 2003 was due to the combined effect of a $869,000 increase in interest income and a $756,000 reduction in interest expense.

2003 2002 2001
Total interest income!® $ 35,993 $ 35,165 $ 37,048
Total interest expense™ $ 4,283 $ 5,039 $ 9,030
Net interest income™? $ 31,710 $ 30,126 § 28,018
Net average earning assets” $602,457 $529,174 $473,815
Net yield on average earning assets" 5.3% 5.7% 5.9%
Net yield on average earning assets (excluding loan fees)™ 4.8% 5.4% 5.6%

@ Interest income includes the effects of tax equivalent adjustments on tax exempt securities and leases using tax rates that approximate 35.9 percent for 2003, 36.3 percent for 2002 and 36.4 percent for 2001,

@ Loans, net of uneamed discount, do not reflect average reserves for possible loan losses of §4,711,000 in 2003, $4,378,000 in 2002, and $3,890,000 in 2001. Loan fees of $2,582,000 in 2003, $1,463,000 in 2002, and $1,364,000 in 2001 are
inctuded in inerest income. Average foan balances include loans placed on non-accrual status during the periods presented, but interest on such loans has been excluded. There were three non-accruing loans totaling $608,000 (0.1% of total
loans outstanding) at December 31, 2003, and four non-accruing loans totaling $1,455,000 (0.4%, of total loans outstanding) at December 31, 2002 and six non-accruing loans totafing $2,717,000 {0.7% of tatal loans outstanding) at December
31,2001,

@ Includes NOW and Money Market Deposit Accounts.

Increase in interest income. The increase in interest income was primarily attributable to the following factors (set forth in order of importance in terms of their effect on interest income}:

* an increase in loan volume, which more than offset the effect of declining rates of interest on interest income; and
* an increase in loan prepayment fees, due to refinancings of mortgage loans, or mortgage loan payoffs on sales of real properties, by borrowers who chose to take advantage of declining
interest rates or increasing property values in our markets.

Although these mortgage loan refinancings and payoffs helped to increase our interest income in 2003, they could have the effect of reducing average yields on outstanding loans and, therefore, our net
interest margin in future periods

Reduction in Interest Expense. The reduction in interest expense was primarily attributable to the following factors (set forth in order of importance in terms of their impact on interest expense):
* lower rates of interest paid on deposits that resulted principally from the lowering of market rates of interest by the Federal Reserve Board; and

» a reduction in the average volume of outstanding time deposits, including those in denominations of $100,000 or more, as a result of our decision to allow some of those deposits to be
withdrawn on their maturity rather than seeking their renewal
Information Regarding Average Interest Earning Assets and Interest Bearing Liabilities. The following table sets forth (i) the average amounts of and the average interest rates charged on our interest earn-
ing assets and (ii) the average amounts of and the average interest rates paid on our interest bearing liabilities. Averages were computed based upon daily balances and dollars are in thousands.

2003 2002 2001
Average Average Average Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate
Earning Assets:
Investment Securities
U.S. Treasury $ 555 & 17 3.1% § 349 § 15 4.3% $ 565 § 28 5.0%
U.S. Government Agencies 95,771 2,973 3.1 43,629 2,007 4.6 45,453 2,505 5.5
Municipal Leases" 7,992 600 7.5 8,119 657 8.1 5,060 432 8.5
Other Securities 3,027 100 32 16,426 390 24 17,782 780 4.4
Total Investment Securities 107,445 3,690 3.4 68,523 3,069 45 68,820 3,745 5.4
Federal Funds Sold 34,370 359 1.0 27,504 430 1.6 21,043 308 3.8
Due from Banks - Time 8,320 122 15 7,544 194 2.6 12,119 564 47
Loans® 451,351 31,742 7.0 424,443 31,379 7.4 370,882 31,849 8.6
Lease Financing® 971 80 8.2 1,160 93 8.0 951 82 8.6
Total Interest-Earning Assets” $602,457  $35993 6.0% $529,174  $35,165 6.6% $473,815  $37,048 7.8%




2003 2002 2001
Average Average Average Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate

(Dollars in Thousands)

Interest Bearing Liabilities:
Domestic Deposits and Borrowed Funds:

Savings Deposits™ $288,756  $ 2,585 0.9% $242,305  § 2,784 1.1% $201,183  § 3,743 1.9%
Time Deposits 80,612 1,325 16 88,824 2,216 2.5 108,989 5,282 4.8
Short-Term Borrowings — — 0.0 - - 0.0 260 5 1.9
Long-Term Borrowings 8,248 373 45 667 39 3.7 — — 0.0
Total Interest-Bearing Liabilities §377.616 5 4,283 1.1% 331,796  $.5,039 1.5% $310432  $_9.030 2.9%

" nterest income includes the effects of tax equivalent adjustments on tax exempt securities and leases using tax rates that approximate 35,9 percent for 2003, 36.3 percent for 2002 and 36.4 percent for 2001,

“ | pans, net of uneared discount, do not reflect average reserves for possible loan losses of $4,711,000 in 2003, $4,378,000 in 2002, and 53,890,000 in 2001. Loan fees of $2,582,000 in 2003, $1,463,000 in 2002, and $1,364,000 in 2001 are
included in interest income. Average loan balances include loans placed on nan-accrual status during the periads presented, but interest on such loans has been excluded. There were three non-accruing loans totaling $608,000 (0.1% of total loans
outstanding) at December 31, 2003, and four nor-accruing loans totaling $1,455,000 (0.4%, of total loans outstanding) at December 31, 2002 and six non-accruing loans totaling $2,717,000 {0.7% of total loans outstanding) at December 31, 2001.

5 Includes NOW and Money Market Deposit Accounts.

Rate Sensitivity, Net Interest Margins and Market Risk.

Rate Sensitivity. Like other banks and bank holding companies, our margins (that is, the difference between yields we are able to realize, and therefore the interest income that we are able to generate,
on loans and other interest earning assets, on the one hand, and the interest we pay on depasits, on the other hand) are affected by a number of factors, including the relative percentages or the “mix”
of:
* oUr assets, between loans, on the one hand, on which we are able to obtain higher rates of interest, and investment securities, federal funds sold and funds held in interest-bearing deposits
with other financial institutions, on the other hand, on which yields generally are lower;

» variable and fixed rate loans in the loan portfolio; and
¢ demand, savings and money market deposits, on the one hand, and higher priced time deposits, on the other hand.

Impact on Net Interest Margins of the Mix of Fixed and Variable Rate Loans. As a general rule, in an interest rate environment like the one we have experienced during the past two years, a bank with a
relatively high percentage of variable rate loans will experience a decline in net interest margins because those loans will “reprice” automatically when market rates of interest decline. By contrast, a
bank with a large proportion of fixed rates loans generally will experience an increase in net interest margins, because the interest rates on those fixed rate loans will not decline in response to declines
in market rates of interest. In a period of increasing interest rates, however, the interest margin of banks with a high proportion of fixed rate loans generally will suffer because they will be unable to
“reprice” those loans to fully offset the increase in the rates of interest they must offer to retain maturing time deposits and attract new deposits. A bank with a higher proportion of variable loans in an
environment of increasing market rates of interest will, on the other hand, be able to offset more fully the impact of rising rates of interest on the amounts they must pay to retain existing and attract new
deposits.

The following table sets forth the maturities of our loans, and the mix of fixed and variable rate loans, as of December 31, 2003 {in thousands):

MATURING
Within One Year One to Five Years After Five Years Total
Total fixed rate loans $16,447 $49,854 $258,151 $324,452
Total variable rate loans 36,394 18,975 80,281 135,650
Total $52,841 $68,829 $338,432 $460,102

Impact on Net Interest Margins of the Mix of Demand, Savings and Time Deposits. In a period of declining market rates of interest, all other things being equal, a bank with a greater proportion of
demand and savings accounts, as compared to time deposits, is likely to have, at least for the short term, a higher interest margin than a bank with a greater proportion of time deposits, because a bank
must wait for its time deposits to mature hefore it can implement reductions in the rates of interest it must pay on those deposits in response to declining market rates of interest. By contrast, such
reductions can be implemented more quickly on savings and money market deposits. As a result, in a period of increasing market rates of interest, all other things being equal, a bank with a higher
proportion of time deposits will generally have, at least for the short term, a higher interest margin than a bank with a higher proportion of savings deposits and a lower proportion of time deposits,
because a bank need not increase the interest it pays on its time deposits until they mature, while it will usually have to increase its interest rates on savings and money market deposits to be able to
retain them in response to increasing market rates of interest and competition from other depository institutions.

The average amounts (in thousands) of and the average rates paid on deposits, by type, in the year ended December 31, 2003 are summarized below:
Year ended December 31, 2003

Average Balance Average Rate
Noninterest bearing demand deposits $212,278 0-
Savings Deposits™ 288,756 0.9%
Time Deposits” 80,612 1.6%
Total Deposits $581,646 : 0.7%

Impact of Changes in the Mix of Eaming Assets and in the Mix of Interest Bearing Liabilities. The increase in net interest income in 2003 was not only attributable to a decline in interest rates paid on
interest bearing deposits, but also to a reduction in the volume of our higher priced time deposits that resulted from a decision we made to allow some of those deposits to “run off” rather than to seek
their renewal. Additionally, we were able to mitigate somewhat the effect of declining market rates of interest on interest income by implementing marketing programs that enabled us to increase the

volume of our outstanding foans in 2003,

The following table sets forth changes in interest earned, including loan fees, and interest paid in each of the years ended December 31, 2003 and 2002 and the extent to which those changes were
attributable to changes in the volume or changes in the mix of interest earning assets and changes in the volume or changes in the mix of interest bearing liabilities. Changes in interest earned and
interest paid due to both rate and volume have been allocated to the in proportion to the relationship of the absolute dollar amounts of the changes in each category. (Amounts are in thousands).
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Investment

Securities
Non- Federal Direct
Tax- Tax- Funds Lease Time
Interest Earned On able able®” Sold Loans™® Financing® Deposits Total
2003 compared to 2002:
Increase {decrease) due to:
Volume Changes $438 $ (36) $ 92 $1,972 $(16) § 18 $2,468
Rate Changes 240 21) {163) (1,609)" 3 090 {1.640)
Net Increase (Decrease) $678 $ 67) $ (71 $_363 $(13) $ (712) §_828
2002 compared to 2001: o o o o T
Increase (decrease) due to:
Volume Changes $ (12) $ 444 $198 $4,236 $17 $(169) $4,714
Rate Changes (889) 219 (576} (4,706)* 16) (201) (6,597)
Net Increase (Decrease) $(301) $225 $(378) $ _470) $11 $(370) $(1,883)
Savings Other Time Long Term Short Term
nterest Paid On: Deposits Deposits Borrowings® Borrowings Total
2003 compared to 2002
increase (decrease) due to:
Volume Changes $ 479 $ (190) $345 $— $ 634
Rate Changes 1678) _(701) an - (1,390)
Net Increase (Decrease) $ (199) $ _(891) $334 §— $ _(756)
2002 compared to 2001 S S T B T
Increase (decrease) due to:
Volume Changes $ 663 $ (846) $39 $ (5} $ (149)
Rate Changes (1,622) (2,220 - — (3,842)
Net Increase (Decrease) $ (959) $(3,066) $.39 $ (5 $(3,991)

™ [nterest income includes the effects of tax equivalent adjustments on tax exempt securities, foans and feases using tax rates which approximate 35.9% for 2003 and 36.4% in 2002.

 The decline in interest earned in 2003 that was attributable to rate changes was partially offset by a $1,119,000 increase in loan fees. In 2002 loan fees declined by $100,000. .

© Long term borrowings in 2003 and 2002 consists of junior subordinated debentures issued in December 2002. Those debentures mature in 30 years and bear interest at a rate equal to the three-month LIBOR (London Inter Bank Offered Rate} rate
plus 3.05%. The interest rate on those borrowings in effect at December 31, 2003 was 4.42%.

Market Risk and Net Interest Margin in 2003 and 2002. As demonstrated by the impact of the reductions in market rates of interest during the past three years, our net interest margin and, therefore, our

net interest income and net earnings are affected by changes in market rates of interest (which we sometimes refer to as “market risk”). We attempt to reduce our exposure to market risk associated with

interest rate fluctuations by seeking {i} to attract and maintain a significant volume of demand and savings deposits that are not as sensitive to interest rate fluctuations as are time deposits, (ii) to match

opportunities to “reprice” interest earning assets and interest bearing liabilities in response to changes in market rates of interest, and (i) to change the mix of interest earning assets and interest bearing

liabilities in a manner that is designed to achieve increases in net interest income. In the current interest rate environment, however, it is no longer possible to reduce the rates we pay on deposits much

further in response to declining rates of interest on interest earning assets. As a result, declining interest rates have exerted, and we expect that at least during the next 12 months will continue to exert,

downward pressure on our net interest margin (as well as that of banking institutions generally).

In an effort to counteract this downward pressure on net interest margin, during the past year:

» We have continued sales and marketing programs that are designed to increase our volume of loans, on which yields are higher than on other earning assets, and to change the mix of
deposits to a greater proportion of lower cost demand and savings deposits;

* We have allowed some of our higher priced time deposits to “run-off,” rather than to seek their renewal as a means of reducing our interest expense; and
» We adopted a new loan repricing policy which places an interest rate “floor,” currently at 4.59%, that is applicable to all new variable rate loans that we make

As a result of these measures, the volume of outstanding loans at December 31, 2003 was $18.7 million, or 4%, greater than at December 31, 2002, and the volume of demand, savings and money mar-
ket deposits (which are sometimes referred to as “core deposits”) represented 88%, while time deposits, (including those in denominations of $100,000 or more) represented 12%, of total deposits at
December 31, 2003, as compared to 84% and 16%, respectively, at December 31, 2002.

Our net interest margin (i.., tax-adjusted net interest income stated as a percentage of average interest-earning assets) was 5.27% for the year ended December 31, 2003, compared to 5.70% for the year
ended December 31, 2002, That decline was primarily due to the decrease in interest rates as mentioned above. However, notwithstanding that decline, based on data obtained from the FDIC, we believe
that our net interest margin continues to exceed the average net interest margin for other banks and bank holding companies with assets ranging from $250-to-$750 million (the “Peer Group Banks"),
largely because we have been able to maintain the ratio of demand and savings deposits to total deposits at a higher level than that of our Peer Group Banks and we were able to increase the volume of
our loans which generate higher yields than do our other interest earning assets.

The ability to maintain our net interest margin is not entirely within our control, however, because the interest rates we are able to charge on loans and the interest rates we must offer to maintain and
attract deposits are affected by national monetary policies established and implemented by the Federal Reserve Board and by competitive conditions in our service areas,

In addition, the effect on a bank’s net interest margin of changes in market rates of interest is affected by the types and maturities of its deposits and eaming assets. For example, a change in interest rates
paid on deposits in response to changes in market rates of interest can be implemented more quickly in the case of savings deposits and money market accounts than with respect to time deposits as to
which a change in interest rates generally cannot be implemented until such deposits mature. Also, a change in rates of interest paid on deposits can and often does lead consumers to move their deposits
from one type of deposit to another or to shift funds from deposits to non-bank investments or from such investments to bank deposit accounts or instruments, which will affect a bank’s net interest mar-
gin.

Following the Federal Reserve Board’s reduction in the federal funds rate in June 2003, which led to a further reduction in market rates of interest, we experienced an increase in the number of higher
interest rate loans that were either refinanced at lower rates of interest or were prepaid. As a result, unless we are able to increase our loan volume and the volume of lower cost core deposits, we would
expect our net interest margin to decline somewhat during 2004. Accordingly, we have again instituted sales and marketing programs for 2004 that are designed to increase our loan volume and the vol-
ume of our core deposits. However, we may find it necessary or prudent to increase time deposits to fund any resulting increases in loan volume. Additionally, there are a number of uncertainties and
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risks that could adversely affect our net interest margin in 2004, including increased competition in our market areas, both from banks and other types of financial institutions as well as from securities
brokerijge firms and mutual funds that offer competing investment products, and the possibility that the economic slowdown will continue longer than is currently anticipated, which could result in
reduced loan activity and in a greater decline in market rates of interest.

Provision for Loan and Lease Losses. Like virtually all banking organizations, we follow the practice of maintaining a reserve {the “Loan Loss Reserve") for possible losses on loans and leases that occur
from time to time as an incidental part of the banking business. When it is determined that pa?;ment in full of a loan has become unlikely, the carrying value of the loan is reduced to what management
estimates is its realizable value. This reduction, which is referred to as a loan "charge-off," is charged against and, to that extent, reduces the amount of a reserve or “allowance” for potential loan losses
that the Bank maintains (and which we will refer to as the “Loan Loss Reserve”). The Loan Loss Reserve is increased periodically (i) to replenish the Reserve after it has been reduced due to loan charge-
offs, {ii) to reflect changes in the volume of outstanding loans, and (iii) to take account of increases in the risk of potential losses due to a deterioration in the condition of borrowers or in the value of
property securing non-performing loans, or due to adverse changes in national or local economic conditions. Those increases and additions are made through a charge against income referred to as the
“provision for loan ancr lease losses.” Recoveries of loans previously charged-off are added back to and, to that extent, increase the Loan Loss Reserve and therefore may reduce the amount of the pro-
vision that the Bank would need to make to maintain the Loan Loss Reserve at a level believed by management to be adequate.

We employ economic models that are based on bank regulatory guidelines and industry standards to evaluate and determine the adequacy of the Loan Loss Reserve and, therefore, also the amount of
the provision that we make for potential loan losses. However, those determinations involve judgments or forecasts about future economic conditions and other events that are subject to a number of
uncertainties, some of which are outside of our ability to control. See the discussion above under the caption “Critical Accounting Policies” and below under the caption “Factors That Could Affect Our
Future Financial Performance.”

DurJn% 2003 we made provisions for potential loan losses of $348,000, as compared to $460,000 during 2002 and, at December 31, 2003 the Loan Loss Reserve was approximately $4,947,000 or 1.08%
of total loans and leases outstanding, compared to approximately $4,619,000 or 1.04% of total loans and leases outstanding at December 31, 2002. As indicated below under caption “Financial Condition
-- Loans -- Information Regarding Non-Performing L.oans,” the overall quality of our loan portfolio improved in 2003, as it had in 2002, which enabled us to reduce the provision we made for potential
loan losses in 2003 as compared to 2002 and 2001.

The following table sets forth an analysis of our loan and lease loss experience, by category, for the past three years (with dollars stated in thousands).

Year Ended December 31,

2003 2002 2001

Average amount of loans and leases outstanding® $452,322 $425,603 $371,831
Loan and fease loss reserve at beginning of year 4,619 4,206 3,692
Charge Offs — Domestic Loans®:

Commercial, financial and agricultural — 77) (46)

Real Estate-construction — — —

Real Estate-mortgage (25) — —

Consumer {46) (18) (40)

Lease Financing (12) — —

Other — — —

Total Charge-Offs (83) (95) (86}

Recoveries — Domestic Loans™:

Commercial, financial and agricultural 62 46 46

Real Estate-construction — — 20

Real Estate-mortgage — — 16

Consumer 1 2 20

Total Recoveries 63 48 102

Net Recoveries {Net Charge-Offs) (20 (47) 16
Additions charged to operations 348 460 498
Loan and lease loss reserve - balance at end of year $_ 4947 $_4619 $_4206
Ratios:
Net charge-offs during the year to average loans and

leases outstanding during the year 0.004% 0.011% (0.004)%
Loan loss reserve to total gross loans 1.08% 1.04 % 1.030%
Net loan charge-offs o loan loss reserve 0.40% 1.02 % (0.380)%
Net loan charge-offs to provision for loan losses 5.75% 1022% (3.210%
Loan loss reserve to non-performing loans 813.65% 317.46 % 154.800 %

* Net of unearned discount.
#We do not have any loans outstanding to borrowers in foreign countries and therefore there are no foreign loan charge-offs or recoveries to report for any of the periods presented in the table above,

At December 31, 2003, non-performing loans (which consist primarily of loans for which there have been no payments of principal or interest for more than 90 days) totaled $608,000, or 0.1% of total
loans then outstanding, compared to $1,455,000, or 0.4%, of total loans outstanding at December 31, 2002 and $2,717,000 or 0.7% of total loans outstanding at December 31, 2001. As a result of that
improvement, coupled with the provisions made for potential loan losses in fiscal 2003, the ratio of our Loan Loss Reserve to non-performing loans improved to 813.65% at December 31, 2003, as com-
pared to 317.460% and 154.80% at December 31, 2002 and 2001, respectively.

Non-Interest Income. The following table identifies the components of and the percentage changes in non-interest income in 2003 as compared to 2002.

Y%Increase

Non Interest Income Year Ended December 31, Decrease
2003 2002 2003 vs. 2002
Dollars in thousands
Services fees $5,000 $5,214 4.1)%
Gain on sale of SBA loans 5 3 N/M
Other 608 477 275%
$5,613 $5.694 (1.4)%

The decrease in non-interest income was primarily attributable to decreases in transaction fees and service charges collected on deposits and other banking transactions as compared to 2002, which was
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partially offset by increases in other non-interest income.
Non-Interest Expense. Non-interest expense (also sometimes referred to as “other expense”) consists primarily of (i) salaries and other employee expenses, (ii) occupancy and furniture and equipment
expenses, and (iif) other operating and miscellaneous expenses that include such expenses as insurance premiums, marketing expenses, data processing costs and professional fees.

In order to attract a higher volume of non-interest bearing demand and lower cost savings and money market deposits as a means of maintaining the Bank’s net interest margin, it has been our policy to
provide a higher level of personal service to our customers than the level of service that is typically provided by many of our competitors. As a result, we have more banking personnel than many of our
competitors of comparable size, which is reflected in our non-interest expense, However, we believe that this higher level of service has helped us to retain our existing deposit customers and attract
new customers which has enabled us to achieve an average net interest margin that exceeds the average net interest margin of the banks in our Peer Group.

Set forth below is information regarding non-interest expense incurred by us in the years ended December 31, 2003 and 2002:

%lIncrease

Year Ended December 31 Decrease
2003 2002 2003 vs. 2002
Dollars in thousands
Non Interest Expenses
Salaries and employee benefits $11,822 $11,397 3.7%
Net occupancy expense of premises 2,496 2,470 1.1%
Furniture and equipment expenses 1,537 1,576 2.5)%
Other expenses 7,660 7,491 23%
$23,515 $22,934 2.5%
Efficiency Ratio 63.9% 64.8%

As the table above indicates, the increase in non-interest expense in 2003, as compared to 2002, was primarily attributable to increases in salaries and in employee benefit expenses. That increase, in
turn, was primarily due to a general increase in employee base salaries and an increase in bonuses paid to loan officers and other emplayees for meeting loan and deposit growth targets established for
2003. Notwithstanding that increase, however, due primarily to the increase in our net interest income in 2003, we were able to improve our efficiency ratio to 63.9% from 64.8% in 2002. The effi-
ciency ratio is, basically, the ratio of non-interest expense (adjusted to exclude non-recurring expenses) to the sum of net interest income and non-interest income (as adjusted to exclude any non-recur-
ring income).

Income Taxes. Income taxes increased by approximately $348,000 or 7.9% in 2003 as compared to 2002. Since our effective income tax rates were approximately the same in each of those years, that
increase was primarily the result of the increases in pre-tax income in 2003. As discussed above, under the caption “Critical Accounting Policies” our income tax rates in 2003 and 2002 reflect the ben-
eficial impact of our ability to use certain income tax benefits available under state and federal income tax laws.

Financial Condition

Total Assets. Our total assets increased during 2003 by approximately $81.3 million, or 13.4%, to $686.2 million at December 31, 2003 from $604.8 million at December 31, 2002. Contributing to the
growth of our assets in 2003 were increases of $18.8 million, or 4.2%, in outstanding loans and leases and $64.8 million, or 80.2%, in our investment portfolio. As indicated in the table that follows,
those increases were funded, in part, by a shift of funds from other earing assets, including Federal funds sold, overnight repurchase agreements and time deposits held at other banks, as well as an
increase in deposits.

The following table sets forth the dollar amounts (in thousands) of our interest earning assets at December 31, 2003 and 2002:

At December 31

2003 2002
In thousands
Cash and due from banks $ 34,565 $ 32,665
Federal funds sold and overnight Repurchase Agreements 18,500 26,300
Total Cash and Cash Equivalents 53,065 58,965
Interest-bearing deposits in other financial institutions 7,425 7,922
Investment securities held-to-maturity 8,900 9,279
Investment securities available-for-sale 136,650 71,499
Total Loans, net 455,101 437,441

We currently anticipate that we will achieve modest asset growth in the year ending December 31, 2004, which is expected to result from increased lending and deposit activity that we expect will be
generated by our marketing programs.

Loans.
Tyges of Loans. Set forth below is information regarding the actual volume of our loans, by type or category of loan, for each of the following years ended December 31:
December 31,

Types of Loans 2003 2002 2001 2000 1999
{In Thousands
Commercial, financial and agricultural $ 44,855 $ 44,136 § 48,077 § 47,744 $ 43,676
Real Estate construction 27,077 34,432 16,091 12,647 11,144
Real Estate mortgage 381,563 357,707 337,626 299,981 281,150
Consumer 3,816 4,073 4,718 6,400 5,916
Lease Financing 528 1,211 1,360 1,164 2,341
All other (including overdrafts) 2,263 508 626 679 1,707
Subtotal: $460,102 $442,127 $408,498 $368,615 $345,934
Less:
Unearned Discount (54) 67) (92) (141} (299)
Reserve for loan and lease losses (4,947) 4,619) 4,206) 3,692) 6,102)
Total $455,101 $437 441 $404,200 $364,782 $339,533
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Loan Maturities, The maturities of our loans, as of December 31, 2003, presented by type or category of loan, is set forth below (in thousands):

Commercial, financial and agricultural
Real Estate construction
Real Estate mortgage
Consumer
Lease Financing
All other
Total

MATURING

Within One Year One to Five Years After Five Years
$27,149 $11,972 $ 5734
3,933 264 22,880
17,778 54,533 309,252
2,219 1,112 485
89 439 0
1,673 509 81
$52,841 $68,829 $338,432

Total
$ 44,855
27,077
381,563
3,816
528
2,263
$460,102

Information Regarding Non-Performing Loans. The table which follows sets farth, as of the end of each of the years in the five year period ended December 31, 2003, the amounts of the Bank’s loans (i)
that were more than 90 days past due, {ii) as to which the terms of payment had been renegotiated (referred to as “troubled debt restructurings”), and (iif) that had been placed on non-accrual status.

December 31

2003 2002 2001 2000 9%
(In Thousands
Loans More Than 90 Days Past Due"™:
Aggregate Loan Amounts:

Commercial $120 $ — $ 34 § — § 148
Real Estate — — — — 50
Consumer - 5 - 17 4

Aggregate Leases — — — — —
Troubled Debt Restructurings® 18 1,096 1,178 858 1,780
Non-Accrual Loans” 608 1,455 2,717 2,319 6,068
$746 $2 556 $3,929 $3,194 $8,050

(1) Reflects loans for which there has been no payment of interest and/or principat for 90 days or more.

(2) The terms of the restructured loans did not involve any interest deferrals, and the amounts of interest collected in 2003, 2002, 2001, 2000, and 1999 were those required to have been paid in accordance with the original terms of those loans.

(3) There were 3 loans on non-accrual status at December 31, 2003, 4 loans at December 31, 2002, 6 foans at each of December 31, 2001 and December 31, 2000, and 14 loans at December 31, 1999, The interest amounts that would have been
collected on these foans had they remained current in accordance with their original terms were $99,000 in 2003, $117,000 in 2002, $197,000 in 2001, $644,000 in 2000, and $819,000 in 1999.

Deposits. During 2003 we again conducted programs by which we were able to increase deposits to provide additional funds that we used to grow our loan and investment portfolios. Set forth below
are the average amounts (in thousands) of and the average rates paid on deposits in each of 2003, 2002 and 2001:

Year Ended December 31
2003 2002 2001
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate
Noninterest bearing demand deposits $212,278 — $182,178 — $155,828 —
Savings Deposits” 288,756 0.89% 242,304 1.15% 201,183 1.86%
Time Deposits? 80,612 1.64% 88,824 2.49% 108,989 4.85%
Total Deposits $581,646 0.67% $513,306 0.98% $466,000 1.94%

" Includes NOW and Money Market Deposit Accounts.

 Includes time certificates of deposit in denominztions grea(er than and less than $100,000.
As indicated in the above table, in 2003 the average volume of depasits increased by $68.3 million, or 13.3%, as compared to the volume of deposits during 2002. Contributing to that increase was an
increase of $75.9 million, or 17.9%, in the volume of our average core deposits, made up of demand deposits, which do not bear interest, and savings and money market deposits, on which we pay lower
rates of interests than on time deposits. At the same time, during 2003, we reduced the average volume of time deposits (including those in denominations of $100,000 or more) by $8.2 million, or 9.2%.
As a result, our core demand, savings and money market deposits represented 87.8% of total deposits at the end of 2003 as compared to 84.1% at the end of 2002, with time deposits (including those
in denominations of $100,000 or more) representing 12.2% of total deposits in 2003 as compared to 15.9% in 2002. The decreases in the volume of time depasits, together with decreases in interest
rates that we paid (primarily on our core deposits) in response to decreases in market rates of interest, resulted in a decrease in interest expense in 2003 as compared to 2002. See the discussion above
under the captions “Results of Operations - Net Interest Income” and “Results of Operations — Rate Sensitivity, Net Interest Margins and Market Risk.”

Liquidity Management. We have established liquidity management policies which are designed to achieve a matching of sources and uses of funds in order to enable us to fund our customers’ require-
ments for loans and for deposit withdrawals. In accordance with those policies, we maintain a number of short-term sources of funds to meet periodic increases in loan demand and deposit withdrawals
and maturities. At December 31, 2003, the principal sources of liquidity consisted of $34.6 million in cash and demand balances due from other banks and $18.5 million of Federal funds sold and
overnight repurchase agreements, which together totaled $53.1 million. Other sources of fiquidity include $127.5 million in securities available for sale, of which approximately $4.2 million mature with-
in one year; $2.4 million in securities held to maturity which mature within one year; and $7.4 million in interest-bearing deposits at other financial institutions, which mature in 6 months or less. In
addition, substantially all of the Bank's installment loans and leases, the amount of which aggregated $4.3 million at December 31, 2003, require regular instaliment payments from customers, providing
us with a steady flow of internally generated cash.

We also have a line of credit from the Federal Home Loan Bank, the amount of which was $29.8 million as of December 31, 2003. Borrowings under that credit line are secured by a pledge of some of
our outstanding loans. We also have established Joan facilities that would enable us to borrow up to $13 million of Federal funds from other banks and we have an account with the Federal Reserve Bank
of San Francisco that will also allow us to borrow at its discount window should the need arise. Finally, if necessary, we could obtain additional cash by selling time certificates of deposit into the “CD”
market. However, as a general rule, it has been and continues to be our policy to make use of borrowings under the credit line or loan facilities to fund short term cash requirements, before selling secu-
rities or reducing deposit balances at other banks and before selling time certificates of deposit.
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Contractual Obligations.
Set forth below is information regarding our material contractual obligations as of December 31, 2003:
Operating Lease Obligations. As of December 31, 2003, our future minimum payment obligations (stated in thousands) under real property and equipment leases were:

Year Amount Year Amount
2004 $1,353 2007 $ 702
2005 1,190 2008 577
2006 881 Thereafter 1,956

Total $6,659

Maturing Time Certificates Of Depasits. Set forth below is a maturity schedule, as of
December 31, 2003, of domestic time certificates of deposit of $100,000 or more {with amounts stated in thousands):
At December 31, 2003

Three Months or Less $14,901
Qver Three through Six Months 5,399
Over Six through Twelve Months 8,134
Over Twelve Manths 1,813

$30,247

However, based on our historical experience, we believe that at least 80% of these time certificates of deposit will be renewed by depositors, unless we decide to reduce the volume of such deposits by
reducing the interest rates we will pay to maintain them.

Deferred Compensation Obligations. We maintain a nonqualified, unfunded deferred compensation plan for certain key management personnel. Under this plan, participating employees may defer
compensation, which will entitle them to receive certain pavments upon retirement, death, or disability. The plan provides for payments for ten years commencing upon retirement and reduced benefits
upon early retirement, disability, or termination of employment. At December 31, 2003, the Company's aggregate payment obligations under this plan totaled $4.6 million. Based on the age of the par-
ticipants in the Plan, it is our current expectation that this amount would be paid over a period that shouﬁ range from 2004 to 2021. In order to provide funds to pay these benefits the Company pur-
chased life insurance policies on the participants in this plan, the proceeds from which are designed to cover the payments that the Company will become obligatec?to make to plan participants.

Loan Commitments and Standby Letters of Credit. In the ordinary course of business we make commitments to extend credit and issue standby commercial letters of credit to or for our customers. At
December 31, 2003 and 2002, contractual commitments to extend credit to customers totaled $46.0 million and $83.6 million, , respectively, and obligations under standby letters of credit totaled §1.4
million at the end of each of those years.

Commitments to extend credit and standby letters of credit generally have fixed e?iration dates or other termination clauses and the customer may be required to pay a fee and meet other conditions in
order to draw on those commitments or standby letters of credit. We expect, based on historical experience, that many of the commitments will expire without being drawn upon and, therefore, the total
commitment amounts do not necessarily represent future cash requirements,

To varying degrees, commitments to extend credit involve elements of credit and interest rate risk for us that are in excess of the amounts recognized in our balance sheets. Our exposure to credit loss
in the event of nonperformance by the customers to whom such commitments are made is equal to the amount of those commitments. As a result, before making such a commitment to a customer, we
evaluate the customer's creditworthiness using the same underwriting standards that we apply when deciding whether or not to approve loans to the customer. In addition, we often require the customer
to secure its payment obligations for amounts drawn on such commitments with collateral such as accounts receivable, inventory, property, plant and equipment, income-producing commercial proper-
ties, residential properties and properties under construction.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer to a third party. The credit risk involved in issuing letters of credit is essentially the
same as that involved in extending loan commitments to customers.

We believe that our cash and cash equivalent resources, together with available borrowings under our line of credit and credit facilities, will be sufficient to enable us to meet any increases in demand
for loans and leases ar in the utilization of outstanding loan commitments or standby letters of credit and any increase in deposit withdrawals that might accur in the foreseeable future.

Capital Resources and Dividends. It has been and continues to be the objective of our Board of Directors to retain earnings that are needed to meet capital requirements under applicable government
re%ulations and to support our growth. At the same time, it is the policy of the Board of Directors to pay cash dividends if earnings exceed the amounts required to meet that objective, Pursuant to that
policy, the Company has paid regular quarterly cash dividends since September of 1999 and, in January of 2004, the Board of Directors declared a $0.13 per share cash dividend, which is the 18th con-
secutive quarterry cash dividend declared since the current dividend policy was adopted. However, the Board may change the amount or frequency of cash dividends to the extent that it deems neces-
sary or aEpropriate to achieve our objective of maintaining caFita\ in amounts sufficient to support our growth. For example the retention of earnings in previous years enabled us to fund the opening of
new banking offices and to extend the Bank's market areas, all of which have contributed to our increased profitability and the maintenance of our capital adequacy ratios well above regulatory require-
ments.

We continue to evaluate and explore opportunities to expand our market into areas such as eastern Los Angeles County, western San Bernardino County, north Orange County and narthern Riverside
County, all of which are contiguous to our existing markets. The number of independent banks based in our market areas has declined significantly, due to a consolidation in the banking industry that
occurred over the past several years. We believe gwat this consolidation has created opportunities for us ta increase our market share in those areas. We have taken advantage of those opportunities by
establishing a substantial number of new customer relationships and increasing the volume of our demand, savings and money market deposit balances. We also believe that there are still additional
expansion and growth opportunities that we will seek to take advantage of in the future.

Stock Repurchase Program. In January of 2003 the Board of Directors authorized a stock repurchase program that provided for the Company to repurchase up to $5,000,000 of its common stock.
Repurchases may be made from time-to-time in the open market or in privately negotiated transactions when opportunities to do so at favorable prices present themselves, in compliance with Securities
and Exchange Commission (SEC) guidelines. As of December 31, 2003, we had repurchased a total of 185,651 shares of our common stock under this program for an aggregate price of approximately
$3,562,242.

Junior Subordinated Debentures. In December of 2002 we issued $8,248,000 of floating rate junior subordinated deferrable interest debentures (the “Subordinated Debentures”) in connection with the
sale of floating rate trust preferred securities to an institutional investor as part of a pooled securitization transaction by that investor. The trust preferred securities were issued and sold by Foothill
Independent Statutory Trust |, a Delaware trust (the “Teust”), of which we own all of the outstandin% carmmen securities, and.the net praceeds from the sale of the trust preferred securities were (?ald 1o us
in exchange for the issuance of the Subordinated Debentures. The Subordinated Debentures are subordinated to all of our borrowings and mature in 30 years, on December 26, 2032; but are receemable,
at par, at our option after five years (beginning December 26, 2007). We are required to make quarterly interest payments on these Debentures at an interest rate that is 3.05% above the three-month
LIBOR (London Inter Bank Offered Rate), which resets quarterly. The current interest rate that we pay on tKese securities, for the three month pericd ending March 24 2004 is 4.42%. The interest is passed
through by the Trust to the holder of the trust preferred securities.

Until December2003, we consolidated the Trust into our consolidated financial statements. Under FASB interpretation (FIN) No. 46, “Consofidation of Variable Interest Entities, an interpretation of ARB
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No. 51,” which was adopted and became effective for years beginning after December 31, 2003, we will no longer be allowed to consolidate the Trust into our consolidated financial statements. The
Federal Reserve Board had ruled that certain mandatoriry redeemable preferred securities of a consolidated entity of a bank holding company qualifies as Tier 1 Capital. In accordance with that ruling,
we have included the subordinated indebtedness represented by the Subordinated Debentures in our Tier 1 Capital for regulatory capital purposes. See the discussion below under the subcaption
“Regulatory Capital Requirements.” The Federal Reserve Board is evaluating whether FIN No. 46 will have any impact on its previous ruling. Since we received the net proceeds from the sale of by the
Trust of the trust preferred securities, we do not expect that the Federal Reserve Board will require us to cease treating the Subordinated Debentures as Tier 1 capital. However, if the Federal Reserve Board
were to retroactively revoke its prior ruling, we will become entitled thereafter to redeem the Subordinated Debentures at par without having to wait until December 2007 to do so.

During the second quarter of 2003, $4 million of the net proceeds from the issuance of the Subordinated Debentures was used to purchase Bank-owned life insurance policies on key management employ-
ees of the Bank, wi(tL the Bank as the beneficiary under such policies. The purposes of bank-owned life insurance (commonly known in the banking industry as “BOLI"} are (i) to enable the Bank to offer
employee retirement and benefit plans designegto attract and retain key management employees, by providing the Bank with a source of funds (primarily from the cash surrender value of such policies)
that the Bank can use to fund the payment of benefits under those plans, and {ii) to protect the Bank against the costs or losses that could occur as a result of the death of any key management employ-
ee. The remainder of the proceeds from the issuance of the Subordinated Debentures will be used to fund the continued growth of the Bank and may also be used to repurchase our common stock under
our stock repurchase plan.

Regulatory Capital Requirements. Federal banking agencies require FDIC insured banks to maintain a minimum ratio of qualifying total capital to risk-adjusted assets of 8% and a minimum ratio of Tier
1 capital {essentially, the sum of a bank's capital stock and retained earnings, less any intangibles) to risk-adjusted assets of 4%. In addition to the risked-based guidelines, federal banking regulators
require banking organizations to maintain a minimum amount of Tier 1 capital to total average assets (which is to as a bank's “leverage ratio”). For these purposes, subordinated indebtedness issued in
connection wit% a sale of trust preferred securities may comprise up to 25% of a banking organization's Tier 1 capital and, to the extent such indebtedness exceeds that limitation, such indebtedness will
constitute Tier 2 capital for regulatory capital purposes. All of the subordinated indebtedness evidenced by the Subordinated Debentures that we issued in December 2002 qualifies as Tier 1 capital under
Federal Reserve Board regulations.

The federal banking agencies have adopted uniform capital requirements for the banks that they supervise and assign each of those banks to one of the following five categories based an their respective
capital ratios:

* well capitalized;

» adequately capitalized;

* undercapitalized;

* significantly undercapitalized; and
* critically undercapitalized

As a general rule, banks that are categorized as “well capitalized” are subject to less stringent supervision by their federal regulatory agencies than are banks that are classified in one of the other cate-
gories; and at each successive lower capital category, a bank is subject to greater operating restrictions and increased regulatory supervision.

Set forth below are the minimum capital ratios that a bank must meet to be cate%orized as adequately capitalized and well capitalized, respectively, and the corresponding capital ratios of the Bank at
December 31, 2003. The Bank is categorized as well capitalized for federal regulatory purposes because, as the table befow indicates, the Bank’s capital ratios exceed the ratios required to qualify as a
well capitalized bank.

To be Categorized by a Federal Foothill
Bank Regulatory Agency as: Independent Bank
Adequately Well
Capitalized Capitalized Actual
Total Capital to Risk Weighted Assets 8.0% 10.0% 13.8%
Tier 1 Capital to Risk Weighted Assets 4.0% 6.0% 12.8%
Tier 1 Capital to Average Assets (Leverage Ratio”) 4.0% 5.0% 9.7%

Risk-based capital ratios are determined by weighting a bank’s assets in accordance with certain risk factors; and, the higher the risk profile of the assets, the greater is the amount of capital that is
required to maintain an adequate risk based capital ratio, which generaliy is at least 8%.

Factors That Could Affect Qur Future Financial Performance

Statements contained in this Report that are not historical facts or that discuss our expectations or beliefs regarding our future operations or future financial performance, or financial or other trends in
our business, constitute “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amend-
ed. See “MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS - Forward Looking Statements” above. Forward-looking statements are based
on current information and assumptions about future events over which we do not have controf and that information is subject to a number of risks and uncertainties that could cause our financial
condition or operating results in the future to differ significantly from those expected at the current time. Certain of those risks and uncertainties are discussed above in the section of the Report enti-
tled “MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION.” In addition, included among the risks and uncertainties that could aftect our
future financial performance or financial condition are the following:

Increased Competition. Increased competition from other financial institutions, mutual funds and securities brokerage and investment banking firms that offer competitive loan and investment products
could require us to reduce interest rates and loan fees in order to attract new loans or to increase interest rates that we offer on time deposits, either or both of which could, in turn, reduce our interest
income or increase our interest expense, thereby reducing our net interest margin, net interest income and net earnings.

Possible Adverse Changes in Economic Conditions. A continued slowness in current economic conditions or an adverse change in future economic conditions, either national or local, could (i) reduce
loan demand that could, in turn, reduce interest income and net interest margins; (ii) weaken the financial capability of borrowers to meet their loan obligations, resulting in increases in loan losses
that would require us to increase reserves for possible loan losses through additional charges against income; and (iii) lead to reductions in real property values that, due to our reliance on real proper-
ty to secure many of our loans, could make it more difficult for us to prevent losses from being incurred on non-performing loans through the sale of such real properties.

Possible Adverse Changes in Federal Reserve Board Monetary Policies. Changes in national economic conditions, such as increases in inflation or declines in economic output often prompt changes in
Federal Reserve Board monetary policies that could increase the cost of funds to us or reduce yields on interest earning assets and, thereby, reduce net interest margins and net interest income and,
therefore, also our net earnings. As discussed above, in the past three years, the Federal Reserve Board has lowered market rates of interest in an effort to stimulate the national economy. Those reduc-
tions caused our net interest margin to decline, because they led to reductions in the interest paid by borrowers on outstanding variable rate loans or enabled borrowers to refinance existing fixed rate
loans at lower interest rates or to repay their foans. If such conditions continue they could lead to further reductions in our net interest margin and net interest income and, therefore, in our net earn-
ings.

In particular, the decline in prevailing interest rates and increases in real property values in 2003 in our market area resulted in an increase in loan refinancings at lower interest rates and loan prepay-
ments by a number of our borrowers. While those loan refinancings and prepayments increased loan fees that helped to offset a decline in yields on loans in 2003, they may reduce our interest mar-
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gins and our net interest income in 2004, if we are not able to increase our loan volume or reduce our interest expense in amounts sufficient to offset the effects of those refinancings and prepayments
on interest income in 2004

Real Estate Mortgage Loans. Approximately 90% of the Bank's loans are secured by deeds of trust or mortgages on real property. Although a significant portion of these loans were made to individu-
als, or entities controlled b( individuals, whose businesses occupy the properties and the principal source of repayment is the cash flow from or the revenue generated by those businesses, if there was
a si§nificant decline in real property values in Southern California, such a decline could result in a deterioration in some of those loans that would necessitate increases in the loan loss reserve and
could result in loan write-offs that would adversely affect our financial conditions and lead to reductions in earnings.

Changes in Regulatory Policies. Changes in federal and state bank regulatory policies, such as increases in capital requirements or in loan loss reserves, or changes in required asset/liability ratios,
could adversely affect earnings by reducing yields on earning assets or increasing operating costs.

Effects of Growth. Itis our intention to take advantage of opportunities to increase our business, through acquisitions of other banks, the establishment of new banking offices or the offering of new
products or services to our customers. If we do acquire any other banks, open any additional banking offices or begin offering new products or services, we are likely to incur additional operating
costs that may adversely affect our operating results, at least on an interim basis.

Due to these and other possible uncertainties and risks, readers are cautioned not to place undue reliance on such forward-looking statements, which speak only as of the date of this Report. The
Company undertakes no obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RiSK

Market risk is the risk of loss to future earnings, to fair values of assets or to future cash flows that may result from changes in the price or value of financial instruments. The value of a financial instru-
ment may change as a result of changes in interest rates and other market conditions. Market risk is attributed to all market risk sensitive financial instruments, including loans and investment securi-
ties, deposits and borrowings. We do not engage in trading activities or participate in foreign currency transactions for our own account, Accordingly, our exposure to market risk is primarily a func-
tion of our asset and liability management activities and of changes in market rates of interest that can cause or require increases in the rates we pay on deposits that mal take effect more raﬁidly or
may be greater than the increases in the interest rates we are able to charge on loans and the yields that we can realize on our investments. The extent of that market risk depends on a number of vari-
ables, including the sensitivity to changes in market in‘erest rates and the maturities of our interest earning assets and our deposits.

The table below sets forth information concerning the interest rate sensitivity of our consolidated assets and liabilities as of December 31, 2003. Assets and liabilities are classified by the earliest possi-
ble repricing date or maturity, whichever comes first,

Over Three Over One

Three Through Year Over Non-

Months Twelve Through Five Interest

or Less Months Five Years Years Bearing Total

(Dollars in Thousands)

Assets
Interest-bearing deposits in banks $ 3,762 $ 3,663 § — $ — § — $ 7,425
Investment securities 43,198 51,416 35,062 15,874 —_ 145,550
Federal Funds Sold 18,500 — — — — 18,500
Net loans 130,053 19,859 52,039 253,150 — 455,101
Noninterest-earning assets — — — — 59,566 59,566
Total assets $195,513 $ 74,938 $87,101 $269,024 $ 59,566 $686,142
Liabilities and Stockholders’ Equity:
Noninterest-bearing deposits § — $ — § — $ — $ 225,863 $225,863
Interest-bearing deposits 348,353 33,382 4,449 2 — 386,186
Short-term borrowings — — — — - —
Long-term borrowings 8,248 — — — — 8,248
Other liabilities - — - — 5,072 5,072
Stockholders” equity — — — — 60,773 60,773
Total liabilities and stockholders equity $ 356,601 $ 33,382 $ 4,449 $ 2 $291,708 $686,142
Interest rate sensitivity gap $(161,088) § 41,556 $ 82,652 $269,022 $(232,142) $ —
Cumulative interest rate sensitivity gap $(161,088) $(119,532) $(36,880) $232.142 § T — $ -

Generally, where rate-sensitive assets (principally loans, investment securities and other interest eaming assets) exceed rate-sensitive liabilities (principally interest bearing deposits), the net interest mar-
in will be positively impacted duringbperiods of increasing interest rates and negatively impacted during periods of decreasing interest rates. When rate-sensitive liabilities exceed rate-sensitive assets,
the net interest margin generally will be negatively affected during periods of increasing interest rates and positively affected during periods of decreasing interest rates.

At December 31, 2003, our rate sensitive balance sheet was shown to be in a negative three month gap position because our rate sensitive liabilities exceeded our rate sensitive assets for that period.
This implies that our net interest margin would decrease in the short-term if interest rates were to rise and would increase in the short-term if interest rates were to fall. However, the extent to which our
net interest margin will be impacted by changes in prevailing interests rates will depend on a number of factors, including how quickly rate sensitive assets and liabilities react to changes in interest rates,
which will depend on a number of factors, including the mix of interest earning assets between loans, on the one hand, and other earning assets, on the other hand, and the mix of core and time certifi-
cates of ?(Epositl.( See "MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION - RESULTS OF OPERATION -- Rate Sensitivity, Net Interest Margins
and Market Risk”

We use a dynamic simulation model to forecast the anticipated impact of changes in market interest rates on our net interest income. That model is used to assist management in evaluating, and in deter-
mining and adjusting strategies designed to reduce, our exposure to these market risks, which may include, for example, changing the mix of earning assets or interest-bearing deposits.

Estimated Net

Simulated Interest Income Market Value
Rate Changes Sensitivity Assets Liabilities
Dollfars in Thousands
+100 basis points (3.35)% $705,527 $622,014
+300 basis points (11.60)% $682,668 $621,183
-100 basis points 422% $731,267 $622,866
-300 basis points (5.200% $760,463 $623,741 -
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AUDITED FINANCIAL STATEMENTS
CONSOLIDATED BALANCE SHEETS

ASSETS

LIABILITIES AND
STOCKHOLDERS’
EQUITY

DECEMBER 31, 2003 AND 2002

Cash and due from banks
Federal funds sold & overnight Repurchase Agreements
Total Cash and Cash Equivalents
Interest-bearing deposits in other financial institutions
Investment securities held-to-maturity
Investment securities available-for-sale
Total Investments
Federal Home Loan Bank stock, at cost
Federal Reserve Bank stock, at cost
Loans, net of unearned income
Direct lease financing
Allowance for Loan Losses
Total Loans
Premises and equipment
Other real estate owned
Cash surrender value of life insurance
Deferred tax assets
Accrued interest and other assets
TOTAL ASSETS
Liabilities
Demand deposits
Savings and NOW deposits
Money market deposits
Time deposits $100,000 or over
Time deposits under $100,000
Total Deposits
Accrued employee benefits
Accrued interest and other liabilities
Short-term borrowings
Junior subordinated debentures
Total Liabilities
Commitments and Contingencies — Note #18
Stockholders’ Equity

Common Stock - authorized 25,000,000 shares $.001 par value;
issued and outstanding 6,702,912 shares in 2003 and

6,032,277 shares in 2002
Additional paid-in capital
Stock Dividend to be distributed
Retained earnings (deficit)
Accumulated other comprehensive income -

Net unrealized gains on available for sale securities, net

of taxes of $83 in 2003 and $89 in 2002
Total Stockholders’ Equity

2003 2002
{dollars in thousands)
$ 34,565 $ 32,665
18,500 26,300
_53.065 58,965
7,425 7,922
8,900 9,279
136,650 71,499
145,550 80,778
374 357
351 229
459,520 440,849
528 1,211
(4,947) 4.619)
455,101 437,441
5,061 5,498
- 387
11,491 6,778
2,818 2,317
4,922 4,146
$686,158 $604,818
$225,863 $198,286
155,868 138,430
155,717 113,081
30,247 34,446
44,354 50,319
612,049 534,562
3,154 2,792
1,890 1,640
29 -
8,248 8,248
625,370 547,242
(§) 6
55,048 43,110
12,174 9,328
(6,605) 4,868
165 264
60,788 57,576
$604,818

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY  $686,158

The accompanying notes are an integral part of these financial statements.




CONSOLIDATED STATEMENTS OF INCOME

For the years ended December 31 2003 2002 2001
(dollars in thousands, except per share amounts)

Interest Income

Interest and fees on loans $31,623 $31,257 $31,720
Interest on Investment Securities
Taxable 3,131 2,438 3,313
Exempt from federal taxes 384 419 275
Interest on deposits 122 194 564
Interest on federal funds sold 360 430 808
Lease financing income exempt from federal taxes 60 73 56
TOTAL INTEREST INCOME 35,680 34,811 36,736
Interest Expense '
Interest on savings, NOW and money market deposits 2,585 2,784 3,743
Interest on time deposits over $100,000 568 874 2,225
Interest on time deposits under $100,000 757 1,342 3,057
Interest on borrowings 373 39 5
TOTAL INTEREST EXPENSE 4,283 5,039 9.030
NET INTEREST INCOME 31,397 29,772 27,706
Provision for Possible Loan Losses (348) (460) (498)
NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES 31,049 29,312 27,208
Non Interest Income
Service fees 5,000 5,214 5,231
Gain on sale of SBA loans 5 3 24
Other 608 477 159
5613 5,694 5414
Non Interest Expenses
Salaries and employee benefits 11,822 11,397 10,454
Net occupancy expense of premises 2,496 2,470 2,488
Furniture and equipment expenses 1,537 1,576 1,550
Other expenses 7.660 7.491 7,354
23,515 22,934 21,846
INCOME BEFORE INCOME TAXES 13,147 12,072 10,776
Income Taxes 4,726 4,378 3,926
NET INCOME $_8.421 $_7.694 $_6,850
Earnings Per Share
Basic $__1.27 $_1a7 $_1.04
Diluted $_1.18 $_1.09 $__0.99

The accompanying notes are an integral part of these financial statements.




CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
For the years ended December 31, 2003, 2002, & 2001

STOCK ACCUMULATED
NUMBER ADDITIONAL DIVIDEND RETAINED OTHER
OF SHARES COMMON PAID-IN TO BE COMPREHENSIVE EARNINGS COMPREHENSIVE
OUTSTANDING _STOCK CAPITAL _ DISTRIBUTED INCOME (DEFICIT) INCOME TOTAL
(dollars in thousands)

Balance, January 1, 2001 5,243,863 5 $37,754 $ - $ - $10,746 $(242) $48,263
7% stock dividend 361,421 1 4,626 (4,627) -
Cash paid in lieu of fractional shares (7) (7)
Cash dividend (2,177) 2,177)
Exercise of stock options 38,417 224 224
Common stock issued under

employee benefit and

dividend reinvestment and

optional investment plans 22,130 288 288
Common stock repurchased,

cancelled and retired (151,468) (1,908) (1,908)

Comprehensive income:

Net income 6,850 6,850 6,850
Net unrealized holding gains on

available-for-sale securities

(net of taxes of $37) 319 319 319
Total Comprehensive Income _ $7,169 o

Balance, December 31, 2001 5,514,363 6 42,892 - 8,877 77 51,852
9% stock dividend 497,498 9,328 (9,328)

Cash dividend (2,375) (2,375)
Exercise of stock options 13,168 120 120
Comon stock issued under

employee benefit and

dividend reinvestment and

optional investment plans 7,248 98 98

Comprehensive income:

Net income 7,694 7,694 7,694
Net unrealized holding gains on

available-for-sale securities

(net of taxes of $89) 187 187 187
Total Comprehensive Income _ $7.881 _

Balance, December 31, 2002 6,032,277 6 43,110 9,328 4,868 264 57,576
Stock dividend distributed 9,328 (9,328) -
9% stock dividend 552,839 12,174 (12,174) -
Cash dividend (4,158) (4,158)
Exercise of stock options 303,447 2,610 2,610
Comon stock issued under

employee benefit and
dividend reinvestment and
optional investment plans (185,651) - (3,562) (3,562)
Comprehensive income:
Net income 8,421 8,421 8,421
Net unrealized holding gains on
available-for-sale securities
(net of taxes of $83) (99) (99) (99)
Total Comprehensive Income _ $8,322 _
Balance, December 31, 2003 6,702,912 6 $55,048 $12,174 $ (6,605) $165 $60,788

The accompanying notes are an integral part of these consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31

Cash Flows From Operating Activities
Interest and fees received
Service fees and other income received
Financing revenue received under leases
Interest paid
Cash paid to suppliers and employees
Income taxes paid

Net Cash Provided By Operating Activities

Cash Flows From Investing Activities

Proceeds from maturity of available-for-sale securities

Purchase of available-for-sale securities

Proceeds from maturity of held-to-maturity securities

Purchase of held-to-maturity securities
Net (increase) decrease in deposits in other
financial institutions

Net (increase) decrease in credit card and revolving

credit receivables

Recoveries and deferred recoveries on loans previously

written off
Net increase in loans
Net (increase) decrease in leases
Capital expenditures
Proceeds from sale of other real estate owned

Proceeds from sale of property, plant and equipment

Net Cash Used In Investing Activities

Cash Flows From Financing Activities
Net increase in deposits
Net increase (decrease) in short term borrowing
Net increase in junior subordinated debentures
Proceeds from exercise of stock options
Proceeds from stock issuance
Dividends paid
Stock repurchased and retired
Net Cash Provided By Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

2003 2002 2001
{dollars in thousands)

$ 35,000 $ 35,469 $ 37,238
880 4,982 4,814
60 73 56
(4,342) (5,160) (9,379)
(22,031) (20,914) (18,107)
(4,980) (4,423) (4,033)
4,587 10,027 10,589
109,830 89,172 79,927
(175,259) (93,342) (97,013)
955 3,775 13,806
(580) (46) (6,116)
497 5,336 (5,253)
(530) 254 {154)
6 33 75
(18,375) (34,191) (39,711)
683 117 (164)
78 (570) (1,838)

(615) 1,903 -
387 1 1,094
(82,923) (27,558) (55,347)
77,546 59,158 21,307
- (19,000) 19,092

- 8,248 -
2,610 120 224
- 98 288
(4,158) (2,375) (2,184)
(3,562) - (1,908)
72,436 46,249 36,819
(5,900) 28,718 (7,939)
58,965 30,247 38,186
$ 53,065 $ 58,965 $_ 30,247

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS contiNueD

RECONCILIATION  For the years ended December 31 2003 2002 2001
OF NET INCOMETO (dollars in thousands)
NET CASH  Net Income $ 8,421 $ 7,694 $ 6,850
PROVIDED BY  Adjustments to Reconcile Net Income to Net
OPERATING Cash Provided by Operating Activities
ACTIVITIES Depreciation and amortization 979 1,385 1,364
Provision for possible credit losses 348 460 498
Provision for possible OREO losses - - 125
(Gain) loss on sale of equipment (5) 7 (72)
Gain on sale of other real estate owned - (108) -
Credit for deferred taxes (501) (342) (174)
Increase in taxes payable 248 297 67
(Increase) decrease in other assets (99) 131 231
(Increase) decrease in interest receivable (581) 669 335
(Increase) decrease in discounts
and premiums (39) 62 223
(Increase) decrease in prepaid expenses 55 241 1,352
Increase in cash surrender value of
life insurance (4,713) 611) {528)
Decrease in interest payable (59) (121 {(349)
[ncrease in accrued expenses
and other liabilities 533 263 667
Total Adjustments 3,834) 2,333 3,739
Net Cash Provided by
Operating Activities $_4,587 $10,027 $10,589

The accompanying notes are an integral part of these financial statements.

NOTE #1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation
The consolidated financial statements include the accounts of Foothill Independent Bancorp and its
wholly owned subsidiaries, Foothill Independent Bank (the "Bank"), Foothill BPC, Inc., collectively

referred to herein as the “Company.” Inter-company balances and transactions have been eliminat-
ed.

Investment in Non-Consolidated Subsidiary

The Company accounts for its investment in its wholly owned special purpose entity, Foothill
Independent Statutory Trust |, using the equity method under which the subsidiary’s net earnings are
recognized in the Bancorp's statement of income, pursuant to Financial Accounting Standards
Board (“FASB”) Interpretation (“FIN") No. 46, “Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51.”

Nature of Operations

We operate in a single operating segment consisting of commercial banking operations that are con-
ducted from twelve branch banking offices in various locations in the Los Angeles, Riverside, and
San Bemardino Counties of Southern California. Our primary sources of revenue are interest
income and fees paid to us on loans made to our customers, who are predominately small and mid-

dle market businesses and individuals.

Foothill BPC, Inc. is an entity that owns or holds leasehold interests in certain of our branch bank-
ing offices and leases or subleases those offices to the Bank.

On December 18, 2000, the Company formed Platinum Results, Inc., as a California corporation
and data processing subsidiary of the Company. As of December 31, 2003, Platinum Results, inc.
was dissolved.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accept-
ed in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabili-
ties at the date of the financial statements and the reported amounts of revenues and expenses dur-
ing the reporting period. Actual results could differ from those estimates. Material estimates that
are particularly susceptible to significant change in the near term relate to the determination of the
allowance for loan losses (See Note #5), the valuation of foreclosed real estate (See Note #7) and
deferred tax assets (See Note £16).

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash, due from banks,
Federal funds sold, and overnight repurchase agreements. Generally, Federal funds are sold for one
day periods.




Cash and Due From Banks

Banking regulations require that all banks maintain a percentage of their deposits as reserves in cash
or on deposit with the Federal Reserve Bank. We were in compliance with the reserve requirements
as of December 31, 2003.

Investment Securities

Securities held-to-maturity are stated at cost, adjusted for amortization of premiums and accretion
of discounts over the period to maturity, or to an earlier call, if appropriate, on a straight-line basis.
Such securities include those that management intends and has the ability to hold into the foresee-
able future.

Securities are considered available-for-sale if they would be sold under certain conditions, among
these being changes in interest rates, fluctuations in deposit levels or loan demand, or need to
restructure the portfolio to better match the maturity or interest rate characteristics of liabilities with
assets. Securities classified as available-for-sale are accounted for at their current fair value rather
than amortized historical cost. Unrealized gains or losses are excluded from net income and report-
ed as an amount net of taxes as a separate component of other comprehensive income included in
stockholders equity (See Note #2).

Loans and Interest on Loans

Loans are stated at unpaid principal balances, net of deferred loan fees and unearned discounts.
The Bank recognizes loan origination fees to the extent they represent reimbursement for initial
direct costs, as income at the time of loan boarding. The excess of fees over costs, if any, is deferred
and recognized as an adjustment to yield of the loan (See Note #3).

The accrual of interest on impaired loans is discontinued when, in management's opinion, the bor-
rower may be unable to make all payments due according to the contractual terms of the loan
agreement. When interest accrual is discontinued, all unpaid accrued interest is reversed. Interest
income is subsequently recognized only to the extent cash payments are received.

For impairment recognized in accordance with FASB Statement of Financial Accounting Standards
(“SFAS”) No. 114, “Accounting by Creditors for Impairment of a Loan,” as amended by SFAS No.
118, the entire change in the present value of expected cash flows of an impaired loan is reported
either as provision for loan losses in the same manner in which impairment initially was recognized,
or as a reduction in the amount of provision for loan losses that otherwise would be reported (See
Note £5),

Provision for Loan Losses

The allowance for loan losses is increased by charges to income and decreased by charge-offs (net
of recoveries). Management's periodic evaluation of the adequacy of the allowance is based on the
Company’s past loan loss experience, known and inherent risks in the portfolio, adverse situations
that may affect the borrower’s ability to repay, the estimated value of any underlying collateral, and
current and anticipated economic and market conditions. The provision for the current increase to
the allowance for loan losses is charged to expense (See Note #5).

Direct Lease Financing

The investment in lease contracts is recorded using the finance method of accounting. Under the
finance method, an asset is recorded in the amount of the total lease payments receivable and esti-
mated residual value, reduced by unearned income. Income, represented by the excess of the total
receivable over the cost of the related asset, is recorded in income in decreasing amounts over the
term of the contract based upon the principal amount outstanding. The financing lease portfolio
consists of equipment leases with terms from three to seven years,

Premises and Equipment

Land is carried at cost. Premises and equipment are carried at cost less accumulated depreciation
and amortization. Depreciation is computed using the straight-line method over the estimated use-
ful lives, which ranges from three to ten years for furniture and fixtures and twenty to thirty years for
buildings. Leasehold improvements are amortized using the straight-line method over the estimat-
ed useful lives of the improvements or the remaining lease term, whichever is shorter. Expenditures
for improvements or major repairs are capitalized and those for ordinary repairs and maintenance
are charged to operations as incurred (See Note #6).

Other Real Estate Qwned

Real estate properties acquired through, or in lieu of, loan foreclosure are initially recorded at fair
value at the date of foreclosure, establishing a new cost basis. After foreclosure, valuations are peri-
odically performed by management and the real estate is carried at the lower of cost or fair value

minus estimated costs to sell. Revenue and expenses from the operation of those properties and
additions to the valuation allowance are included in other expenses (See Note 7).

Loan Sales and Servicing

Gains and losses from the sale of participating interests in loans guaranteed by the Small Business
Administration {*SBA") are recognized based on the premium received or discount paid and the cost
basis of the portion of the loan sold. The cost basis of the portion of the loan sold is arrived at by
allocating the total cost of each loan between the guaranteed portion of the loan sold and the
unguaranteed portion of the loan retained, based on their relative fair values. The book value allo-
cated to the unguaranteed portion of the loan, if less than the principal amount, is recorded as a
discount on the principal amount retained. The discount is accreted to interest income over the
remaining estimated life of the loan. We retain the servicing on the portion of the loans sold and
recognize income on the servicing fees when they are received.

Income Taxes

Deferred income taxes are computed using the asset and liability method, which recognizes a lia-
bility or asset representing the tax effects, based on current tax law, of future deductible or taxable
amounts attributable to events that have been recognized in the consolidated financial statements,
A valuation allowance is established to the extent necessary to reduce the deferred tax asset to the
level at which it is “more likely than not” that the tax asset or benefits will be realized. Realization
of tax benefits for deductible temporary differences and operating loss carryforwards depends on
having sufficient taxable income of an appropriate character within the carryforward periods (See
Note £16).

Comprehensive Income

Beginning in 1998, we adopted Statement of Financial Accounting Standards No. 130, “Reporting
Comprehensive Income,” which requires the disclosure of comprehensive income and its compo-
nents. Changes in unrealized gain (loss) on available-for-sale securities net of income taxes is the
only component of our accumulated other comprehensive income.

Earnings Per Share (EPS

Basic EPS excludes dilution and is computed by dividing income avaitable to common stockhold-
ers by the weighted-average number of common shares outstanding for the period. Diluted EPS
reflects the potential dilution that could occur if securities or ather contracts to issue common stock
were exercised or converted into common stock or resulted in the issuance of common stock that
then shared in the earnings of the Company. Earnings per share and stock option amounts have
been retroactively restated to give effect to all stock dividends (See Note #17).

Stock-Based Compensation

SFAS No. 123, “Accounting for Stock-Based Compensation,” encourages, but does not require,
companies to record compensation costs for stock-based employee compensation plans at fair
value. We have chosen to continue to account for stock-based compensation using the intrinsic
value method prescribed in Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for
Stock Issued to Employees,” and related interpretations. Accordingly, compensation costs for stock
options is measured as the excess, if any, of the quoted market price of our shares of common stock
at the date of the grant over the amount an employee must pay to acquire the stock.

Had compensation cost for aur stock options plans been determined based on the fair value at the
grant dates for awards under those plans consistent with the method of SFAS No. 123, our net
income and earnings per share would have been reduced to the pro forma amounts indicated below:

2003 2002 2001
Net income:
As reported $8,421 $7,694 $6,850
Stock-Based compensation using the
intrinsic value method - - -
Stock-Based compensation that would
have been reported using the fair value
method of SFAS 123 $ (318) $ (132) $ (154)
Pro forma 8,103 7,562 6,696
Per share data:
Net income - Basic
As reported $ 1.27 $1.17 $ 1.04
Pro forma $1.22 $1.15 $1.01
Net income - diluted
As reported $118  $109 5099
Pro forma $ 113 $ 1.06 $ 0.97
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Disclosure About Fair Value of Financial instruments

SFAS No. 107 specifies the disclosure of the estimated fair value of financial instruments. The esti-
mated fair value amounts of our financial instruments have been determined by us using available
market information and appropriate valuation methodologies.

However, considerable judgment is required to develop the estimate of fair value. Accordingly, the
estimates are not necessarily indicative of the amounts we could have realized in a current market
exchange. The use of different market assumptions and/or estimates of methodologies may have a
material effect on the estimated fair value amounts.

Although we are not aware of any factor that would significantly affect the estimated fair value
amounts, such amounts have not been comprehensively revalued for purposes of these financial
statements since the balance sheet date and, therefore, current estimates of fair value may differ sig-
nificantly from the amounts presented in the accompanying notes (See Note #20).

Current Accounting Pronouncements

In April 2003, the FASB issued SFAS No. 149, ““Amendment of Statement 133 on Derivative
Instruments and Hedging Activities.” SFAS No. 149 amends and clarifies accounting for derivative
instruments, including certain derivative instruments embedded in other contracts and loan com-
mitments that relate to the origination of mortgage loans held for sale, and for hedging activities
under SFAS No. 133. SFAS No. 149 is generally effective for contracts entered into or modified after
June 30, 2003; however, adoption of SFAS No. 149 did not, during 2003, and is not expended to
have a material impact on the Bank's financial statements.

in May 2003, FASB issued SFAS No. 150 “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity.” SFAS No. 150 establishes standards for how an issuer
classifies and measures certain financial instruments with characteristics of both liabilities and equi-
ty. SFAS No. 150 requires an issuer to classify a financial instrument that is within its scape as a lia-
bility. Many of those instruments were previously classified as equity. SFAS No. 150 is generally
effective for financial instruments entered into or modified after May 31, 2003, and otherwise effec-
tive at the beginning of the first interim period beginning after June 15, 2003; however, adoption of
SFAS No. 150 did not, during 2003, and is not expected to have a material impact on the Bank's
financial statements.

In January 2003, the FASB issued FASB Interpretation No. 46, Consolidation of Variable Interest
Entities an Interpretation of ARB NO. 51 (“FIN 46”); and in December 2003, FASB issued a revision
(“FIN 46R"). FIN 46 and FIN 46R address the requirements for consolidation by business enterpris-
es of variable interest entities. It has been datermined that subsidiary business trusts formed by bank
holding companies to issue trust preferred securities and lend the proceeds to the parent holding
company do not meet the definition of a variable interest entity and therefore may no longer be con-
solidated for financial reporting purposes. Bank holding companies have previously consolidated
these entities and reported the trust preferred securities as liabilities in the consolidated financial
statements. Accordingly, effective December 31, 2003 we ceased consolidating our trust preferred
securities which, however did not have a material impact on our financial statements. For addition-
al disclosure regarding the potential impact on regulatory capital requirements, see the Note 19 -
Regulatory Matters.

Reclassifications
Certain reclassifications were made to prior years' presentations to conform to the current year.
NOTE #2 - INVESTMENT SECURITIES

Debt and equity securities have been classified in the consolidated balance sheets according to
management’s intent. The carrying amounts of securities and their approximate fair market values
at December 31, were as follows (in thousands):

December 31, 2003
Held-To-Maturity Securities Gross Gross
Amortized Unrealized Unrealized
Cost Gains losses  Fair Value
U.S. Treasury Securities $ 201 $ - $ - $ 201
Other Covernment Agency
Securities 1,940 12 - 1,952
Municipal Agencies 4,448 268 - 4,716
Other Securities 2311 — - 2,311
Total Held-To-Maturity
Securities $8,900 $280 $ - $9.180
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December 31, 2002

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses  Fair Value
U.S. Treasury Securities $ 349 $ 10 $ - $ 359
Other Government Agency
Securities 1,941 86 - 2,027
Municipal Agencies 4,678 295 - 4973
Other Securities 2311 - - 2,311
Total Held-To-Maturity
Securities $ 9279 $391 $_— $ 9,670
Available-For-Sale Securities December 31, 2003
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses  Fair Value
U.S. Treasury Securities § 373 % 2 $ - $ 375
Government Agency Securities 124,776 487 344 124,919
Certificates of Participation 840 23 - 863
Municipal Agencies 6,172 136 2 6,306
Mortgage-Back Securities 2,366 10 1 2,375
Other Securities 1,954 = 142 1,812
Total Available-for-Sale $136,481 $658 $489 $136,650
December 31, 2002
Graoss Gross
Amortized Unrealized Unrealized
Cost Gains Losses  Fair Value
Government Agency Securities $57,534 $518 $ - $58,052
Certificates of Participation 1,835 55 - 1,890
Municipal Agencies 1,250 54 - 1,304
Mortgage-Back Securities 523 13 - 536
Other Securities 10,006 1 290 9,717
Total Available-for-Sale $71,148 $641 $290 $71,499

The Bank's portfolio of securities primarily consists of investment-grade securities. The fair value of
actively traded securities is determined by the secondary market, while the fair value for non-active-
ly-traded securities is based on independent broker quotations.

Non-rated certificates of participation evidencing ownership interest in the California Statewide
Communities Development Autﬁorit\/ - San Joaquin County Limited Obligation Bond Trust with
book values of $840,000 and $1,835,000 and market values of $863,000 and $1,890,000 at
December 31, 2003 and 2002, respectively.

Proceeds from maturities of investment securities held-to-maturity during 2003, were $955,000.
Proceeds from maturities of investment securities available-for-sale during 2003, were
$109,830,000. There were no gains or losses recognized.

Proceeds from maturities of investment securities held-to-maturity during 2002, were $3,775,000.
Proceeds from maturities of investment securities available-for-sale during 2002, were $89,172,000.
There were no gains or losses recognized.

Proceeds from maturities of investment securities held-to-maturity during 2001, were $3,545,000.
Proceeds from maturities of investment securities available-for-sale during 2001, were $13,806,000.
There were no gains or losses recognized.

Securities with book values of $16,602,000 and $15,688,000 and market values of $16,596,000
and $16,069,000 at December 31, 2003 and 2002, resgectively, were pledged to secure public
deposits and for other purposes as required or permitted by law.

The amortized cost, estimated fair value and average yield of securities held to maturity at
December 31, 2003, by contractual maturity were as follows (in thousands):

Maturities Schedule of Securities Amortized Average
December 31, 2003 Cost Fair Value Yield

Due in one year or less $4,677 $4,695 2.48%
Due after one year through five years 1,823 1,918 4.85%

Due after five years 2.400 2,567 5.32%
Carried at Amortized Cost $8,900 $3.180 3.73%

The amortized cost, estimated fair value and average yield of securities available for sale at




December 31, 2003, by contractual maturity were as follows (in thousands):
Available-for-Sale Securities

Maturities Schedule of Securities Amortized Average
December 31, 2003 Cost Fair Value Yield

Due in one year or less § 4343 § 4,426 3.77%
Due after one year through five years 115,868 115,982 3.06%
Due after five years through ten years 9,926 9,971 4.04%
Due after ten years 6,344 6,271 2.94%
Carried at Fair Value $136481  $136,650 315%

In the case of both securities held to maturity and securities available for sale, the average yields are
hased on effective rates of book balances at the end of each year. Yields are derived by dividing
interest income, adjusted for amortization of premiums and accretion of discounts, by total amor-
tized cost.

NOTE #3 - LOANS

The composition of the loan portfolio at December 31, 2003 and 2002, was as follows (in thou-
sands):

2003 2002
Commercial, financial and agricultural $ 44,855 $ 44,136
Real Estate - construction 27,077 34,492
Real Estate - mortgage

Commercial 360,751 331,108

Residential 20,812 26,599
Loans to individuals for household, family,

and other personal expenditures 3,816 4,073

All other loans (including overdrafts) 2,263 508

459,574 440,916

Deferred income on loans 54) 67)

Loans, net of deferred income $459,520 $440,849

Nonaccruing loans totaled approximately $608,000 and $1,455,000 at December 31, 2003 and
2002, respectively. Interest income that would have been recognized on nonaccrual loans if they
had performed in accordance with the terms of those loans was approximately $90,000, $117,000,
and $197,000 for the years ended December 31, 2003, 2002, and 2001, respectively.

At December 31, 2003 and 2002, we had approximately $120,000 and $5,000, respectively, of
loans that were past due 90 days or more in interest or principal but which were still accruing inter-
est. These loans are collateralized and in the process of collection.

NOTE #4 - DIRECT LEASE FINANCING

We lease equipment to customers under agreements which range generally from three to seven
years. Executory costs are paid by the lessee and leases do not include any contingent rental fea-
tures. The net investments in direct lease financing at December 31, 2003 and 2002, consists of the
following (in thousands}:

2003 2002
Lease payments receivable $597 $1.329
Unearned income 69 g
Total $528 $1.211

At December 31, 2003, future minimum lease payments receivable under direct financing leases
are as follows (in thousands):

Year
2004 $230
2005 127
2006 123
2007 88
2008 29
Thereafter -
597
Less unearned income 69
Total $528
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NOTE 45 - ALLOWANCE FOR LOAN AND LEASE LOSSES
Transactions in the reserve for loan and lease losses are summarized as follows (in thousands):

2003 2002 2om
Balance, Beginning of Year $4,619 $4,206 $3,692
Recoveries on loans previously charged off 63 48 102
Provision charged to operating expense 348 460 498
Loans charged off _(83) _(95) _ (86}
Balance, End of Year $4,947 $4,619 $4,206

We treat all nonaccruing loans and troubled debt restructurings as impaired Joans. The allowances
for loan losses related to impaired loans amounted to approximately $18,800 and $38,000 for the
years ended December 31, 2003 and 2002, respectively, and those allowances are included in the
above balances. The average balance of these loans amounted to approximately $1,140,000 and
$2,428,000 for the years ended December 31, 2003 and 2002, respectively. During 2003, cash
receipts totaling approximately $2,086,000 were applied to reduce the principal balances of, and
$39,000 was recognized as interest income on impaired loans. During 2002, cash receipts total-
ing approximately $104,740 were applied to reduce the principal balances of, and no interest
income was recognized on, impaired loans.

NOTE #6 - BANK PREMISES AND EQUIPMENT
Mejor classifications of bank premises and equipment are summarized as follows (in thousands):

2003 2002

Buildings $ 2,424 § 2,424
Furniture and equipment 10,156 9,885
Leasehold improvements 3734 3,650
16,314 15,959

Less: Accumulated depreciation and amortization (11,628) (10,836)
4,686 5123

Land 375 375
Total $ 5,061 $ 5498

We lease land and buildings under noncancelable operating leases expiring at various dates
through 2014. The following is a schedule of future minimum lease payments based upon obliga-
tions at year-end (in thousands}):

Year
2004 $1,353
2005 1,190
2006 881
2007 702
2008 577
Thereafter 1,956
Total $6,639

Total rental expense for the three years ended December 31, 2003, 2002, and 2001, was
$1,407,000, $1,353,000, and $1,329,000, respectively.

NOTE #7 - OTHER REAL ESTATE OWNED

Other Real Estate Owned is carried at the estimated fair value of the real estate. An analysis of the
transactions for December 31, 2003 and 2002, were as follows (in thousands):

2003 2002
Balance, Beginning of Year $387 $2,182
Additions - 33
Valuation adjustments and other reductions (387) (1,828)
Balance, End of Year $ - §_387
The balances at December 31, 2003 and 2002 are shown net of reserves of $-0- and $-0-, respec-

tively.
Transactions in the reserve for other real estate owned are summarized for December 31, 2003,
2002, and 2001 as follows (in thousands):

2003 2002 2001
Balance, Beginning of Year $— $125 $—
Provision charged to other expense — — 125
Charge-offs and other reductions e (125) =
Balance, End of Year e N $125
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NOTE #8 - DEPOSITS
At December 31, 2003, the scheduled maturities of time deposits are as follows (in thousands):

Year
2004 $70,139
2005 3,851
2006 276
2007 332°
2008 13
Thereafter —
Total $74,601

Directors and executive officers of the Company and the Bank accounted for $1,252,000 of the
Bank’s deposits as of December 31, 2003.

NOTE #9 - JUNIOR SUBORDINATED DEBENTURES

On December 6, 2002, the Company issued $8,248,000 of Floating Rate Junior Subordinated
Deferrable Interest Debentures (the “Subordinated Dehentures”) to Foathill Independent Statutory
Trust |, a Connecitcut business trust (the “Trust”). These Debentures, which are subordinated, effec-
tively, to all other borrowings of the Company, become due and payable on December 26, 2032,
but are redeemable, at par, at the Company’s option after December 26, 2007, or at any time upon
the occurence of a circumstance that would adversely affect the tax or capital treatment of the
Debentures. Interest is payable quarterly on the Subordinated Debentures at the 3-Month LIBOR
plus 3.25%. At December 31, 2003 that rate was 4.42%. The Company also purchased a 3%
minority interest totaling $248,000 in the Trust, which is included in other assets.

Until December 31, 2003 the Trust was treated, for accounting purposes, as a consolidated sub-
sidiary of the Company. Under FASB Interpretation (FIN) No. 46, “Consolidation of Variable Interest
Entities, an interpretation of ARB No. 517, which became effective on December 31, 2003, the
Company ceased consolidating the Trust into its consolidated financnail statements. The Federal
Reserve Board had ruled that certain mandatorily redeemable preferred securities of a consolidat-
ed entities of bank holding companies qualify as Tier 1 Capital. The Federal Reserve Board is eval-
uating whether FIN No. 46 will affect this ruling: but has not indicated an intention to change its
ruling. Accordingly, at December 31, 2003 the net amount of the Subordinated Debentures was
included in our Tier 1 Capital for regulatory capital purposes.

NOTE #10 - STOCK OPTION PLANS

The Company maintains an employee incentive and nongualified stock option plan which was
approved by its stockholders in 1993 (the “1993 Option Plan”). The Company applies APB Opinion
No. 25 and related interpretations in accounting with respect to this Option Plan. Accordingly, no
compensation cost has been recognized with respect to options granted under the 1993 Option
Plan.

The 1993 Option Plan provided for the issuance of up to an aggregate of 1,147,041 shares of the
Company Common Stock (as adjusted for stock dividends), pursuant to options that could be grant-
ed to officers, key employees and directors of the Company and its subsidiaries at prices that were
not less than the fair market value of such shares at dates of grant. Generally, options were grant-
ed under this Plan for a term of up to 10 years. This Plan expired in 2003 and the Company no
fonger may grant options under this Plan; however, options granted prior to the expiration date of
the Plan will continue to remain outstanding until they are exercised, expire or are terminated pur-
suant to the terms of the Plan.

The fair value of each option grant was estimated on the date of grant using the Black-Scholes option
pricing model with the following assumptions for 2002 and 2001, respectively: risk-free rates of
2.57% and 4.37%, dividend yields of 3% and 3%, expected life of five years; and volatility of 30%
and 31%.

Information with respect to the number of shares of common stock that were subject to options
granted or exercised, and those that expired without exercise, under the 1993 Option Plan during
the years ended December 31, 2003, 2002, and 2001, the weighted exercise prices thereof, and the
number of shares subject to exercisable options at the end of each of those years, is presented
below:
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2003 2002 2001
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares _ Price Shares _ Price Shares _ Price
Outstanding,

Beginning of Year 997,122 §7.80 1,003,190 § 7.15 1,076,305 § 7.25
Granted — — 14,257 1246 47,673 10.12
Exercised {330,732)  (6.18) (15,595) (7.16) (106,285}  (5.89)
Forfeited (4,792)  (7.06) 4730) (10290 _ (14,503) (10.42)
Qutstanding,

End of Year 661,598 $7.78 997,122 $_7.80 1,003,190 $_7.15

Options exercisable

at year end 655,915 $7.76 955,190 §$ 7.1 847,840 §$ 7.15
Weighted average fair

value of options

granted during

the year 5 — $ 225 $ 2.80

The Company also maintains an employee incentive and nongualified stock option plan which was
approved by its stockholders in 2003 (the “2003 Option Plan"). The Company applies APB Opinion
No. 25 and related interpretations in accounting with respect to this Option Plan. Accordingly, no
compensation cost has been recognized with respect to options granted under the 2003 Option
Plan.

At December 31, 2003, the 2003 Option Plan provided for the issuance of up to an aggregate of
490,500 shares of the Company common stock (retroactively adjusted for a 9% stock dividend
declared in November, 2003). Options to purchase those shares may be granted to officers, key
employees and directors of the Company and its subsidiaries, at prices that are not less than the fair
market value of such shares at dates of grant. Options granted expire within a period of not more
than ten years from the dates on which the options are granted.

The fair value of each option grant under the 2003 Option Plan was estimated on the date of grant
using the Black-Scholes option pricing model with the following assumptions for 2003: risk-free rate
of 3.07%, dividend yield of 2.3%, expected life of five years, and volatility of 27%.

2003 Stock Option Plan 2003
Weighted
Average
Exercise
Shares _Price
Qutstanding, Beginning of Year

Granted 170,040 $16.93
Exercised — -
Forfeited — —
Outstanding, End of Year 170,040 $16.93
Options exercisable at year end 92,485 $16.93
Weighted average fair value of options

of options granted during the year $3.78

The following table summarizes information about fixed stock options outstanding at December 31,

2003: Options Qutstanding Options Exercisable
Weighted
Average  Weighted Weighted
Remaining  Average Average
Exercise Number Contractual Exercise ~ Number  Exercise
Price Outstanding ___Life Price Exercisable _ Price
$4.18 to $5.36 155,211 176 $ 4.89 155,211 $ 4.89
$9.47 t0 $9.54 360,158 3.95 7.62 360,155 7.62
$10.07 to $13.77 146,229 5.97 11.24 140,549 11.29
$15.50 to $16.97 115,540 9.30 16.24 79,363 16.03
$17.20 t0 $20.20 54,500 9.61 18.40 13,122 18.33
$4.18 10 $20.20 831,638 748,400




NOTE #11 - DEFINED CONTRIBUTION PLAN (401K)

The Company sponsors a defined contribution pension plan that covers all employees with 1,000
or mare hours worked in a year. Contributions to the plan are based on the employee's gross salary
less the IRS Section 125 flex plan. For the years ending December 31, 2003, 2002, and 2001, the
Company’s contributions to that Plan amounted to approximately $311,000, $179,000, and
$248,000, respectively.

NOTE #12 - DEFERRED COMPENSATION

The Bank maintained a nonqualified, unfunded deferred compensation plan for certain key man-
agement personnel whereby they may defer compensation which will then provide for certain pay-
ments upon retirement, death, or disability. The plan provides for payments for ten years commenc-
ing upon retirement. The plan provides for reduced benefits upon early retirement, disability, or ter-
mination of employment. The deferred compensation expense for 2003 was $428,000 ($253,000
net of income taxes), 2002 was $428,000 ($253,000 net of income taxes), and 2001 was $378,000
($223,020 net of income taxes).

NOTE #13 - RESTRICTION ON TRANSFERS OF FUNDS TO PARENT

There are legal limitations on the ability of the Bank to provide funds to the Company. Dividends
declared by the Bank may not exceed, in any calendar year, without the prior approval of the
California Commissioner of Financial Institutions, net income for the year and the retained net
income for the preceding two years. Section 23A of the Federal Reserve Act restricts the Bank from
extending credit to the Company and other affiliates of the Company amounting to more than 20%
of its contributed capital and retained earnings. At December 31, 2003, the maximum combined
amount of funds that were available from these two sources was approximately $26,125,000 or
43% of consolidated stockholders' equity.

NOTE #14 - STOCK DIVIDEND

On November 26, 2003, the Board of Directors declared a 9% stock dividend payable on January
29, 2004, to stockholders of record on January 8, 2004. All references in the accompanying finan-
cial statements to the number of common shares and per share amounts for all years presented have
been restated to reflect the stock dividend.

NOTE #15 - OTHER EXPENSES

The following is a breakdown of other expenses for the years ended December 31, 2003, 2002, and
2001 (amounts in thousands):

2003 2002 2001
Data processing $1,575 $1,416 $1,248
Marketing expenses 1,156 982 1,086
Office supplies, postage and telephone 1,090 1,117 1,086
Bank insurance 559 529 448
Supervisory assessments 148 123 127
Professional fees 1,000 1,170 1,287
Operating losses 213 175 151
OREO expenses 10 35 197
Other 1,909 1944 1724
Total $7.660 $7.491 $7.354
NOTE #16 - INCOME TAXES
The provisions for income taxes consist of the following (amounts in thousands):
2003 2002 2001
Tax provision applicable to income
before income taxes §4.726 $4,378 $3,926
Federal Income Tax
Current 3,564 3,570 3,048
Deferred (250 (388) (174)
State Franchise Tax
Current 1,503 1,334 1,095
Deferred _ 91 _(138) 43
Total 94,726 $4,378 $3,926

The following is a summary of the components of the deferred tax assets accounts recognized in the
accompanying statements of financial condition as of December 31 (amounts in thousands):

2003 2002 2001
Deferred Tax Assets
Allowance for foan losses due to
tax limitations $1,667 $1,502 $1,137
Deferred compensation plan 1,373 1,201 1,050
Allowance for other real estate owned - - 129
Other assets and liabilities _438 267 __ 80
Total Deferred Tax Assets 3,478 2,970 2,396
Deferred Tax Liabilities
Premises and equipment due to
depreciation difference (336) (295) (384)
Other assets and liabilities (320} 269) -
Net unrealized appreciation on
available-for-sale securities G (89 _@3n
Net Deferred Tax Assets $2,818 $2,317 $1.975

As a result of the following items, the total tax expenses for 2003, 2002, and 2001, were less than
the amount computed by applying the statutory U.S. Federal income tax rate to income before taxes
{dollars in thousands):

2003 2002 2001
Percent of Percent of Percent of
Pretax Pretax Pretax
Amount _Income  Amount Income Amount _Income
Federal rate $4,465 340 34,104 340  $3664 340
Changes due to
State income
tax, net of Federal
tax benefit 932 7.1 857 7.1 765 7.1
Exempt income (517) (3.9 (570) {4.7) (547) 2.7)
Other, net A5 a2 03 ©1) _4 20
Total §4726 360 $4378 363  $3926 364
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NOTE #17 - EARNINGS PER SHARE (EPS)

The following is a reconciliation of net income and shares outstanding to the income and number
of shares used to compute earmings per share (“EPS"). All amounts in the table are in thousands.
Shares have been retroactively restated to give effect to 9% stock dividend declared November 26,
2003 to shareholders on January 29, 2004 to shareholders of record January 8, 2004.

2003 2002 2001
Income Shares Income Shares Income Shares
Net income as reported $8,421 $7.694 $6,850
Shares outstanding at yearend ~ — 6,703 — 6575 — 655
Impact of weighting shares
purchased during the year - /By = g = _ 2
Used in Basic EPS 8,421 6,613 7,694 6,563 6,850 6,571
Dilutive effect of outstanding
stock options = 3 = 4 = 34
Usedin Dilutive EPS  $8,421 7,140 57,694 7,060 $6.850 6,912

NOTE #18 - COMMITMENTS AND CONTINGENCIES

The Bank is involved in various litigation that has arisen in the ordinary course of its business. In
the opinion of management, the disposition of pending litigation will not have a material effect on
the Company's financial statements.

In the normal course of business, the Bank is a party to financial instruments with off-balance sheet
risk. These financial instruments include commitments to extend credit and standby commercial
letters of credit. To varying degrees, these instruments involve elements of credit and interest rate
risk in excess of the amount recognized in the statement of financial position. The Bank's exposure
to credit loss in the event of nonperformance by the other party to the financial instruments for com-
mitments to extend credit and standby letters of credit is represented by the contractual amount of
those instruments. At December 31, 2003 and 2002, the Bank had commitments to extend credit
of $46,022,000 and $83,586,000, respectively, and obligations under standby letters of credit of
$1,422,000 and $1,404,000, respectively.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation
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of any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Since many of the commitments are
expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Bank evaluates each customer's creditworthiness on a
case-by-case basis. The amount of collateral obtained if deemed necessary by the Bank upon exten-
sion of credit is based on management's credit evaluation. Collateral held varies but may include
accounts receivable, inventory, property, plant and equipment, income-producing commercial
properties, residential properties and properties under construction.

Standb? fetters of credit are conditional commitments issued by the Bank to guarantee the perform-
ance of a customer to a third party. The credit risk involved in issuing letters of credit is essentially
the same as that involved in extending loans to customers.

We have a line of credit at the Federal Home Loan Bank of approximately $29 million which is
secured by pledged securities. We also have lines of credit at our correspondent banks to borrow
fed funds of approximately $13 million.

NOTE #19 - REGULATORY MATTERS

The Company (on a consolidated basis) and the Bank are subject to various regulatory capital
requirements administered by federal banking agencies. Under applicable law and government
regulations, a failure by the Company to meet certain minimum capital requirements would result
in the imposition of operational restrictions and other requirements and the possible initiation of
additionafdiscretionary actions by government regulatory agencies that could have a direct mate-
rial effect on the Company's financial statements. Under capital adequacy guidelines and the reg-
ulatory framework for prompt corrective action, the Company and the Bank must meet specific cap-
ital requirements that involve quantitative measures of the Bank’s assets, tiabilities, and certain off-
balance sheet items as calculated under regulatory accounting practices. The Bank’s capital
amounts and classification are also subject to qualitative judgments by the regulators about compo-
nents, risk weightin%(s, and other factors. The most recent notification from the federal regulators
categorized the Bank as “well capitalized” under the regulatory framework for prompt corrective
action. Prompt corrective action provisions are not applicable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts (set forth in the table below) of total capital and Tier 1 capital (as
defined in the regulations) and ratios of total capital and Tier T capital to risk-weighted assets {also
as defined in the regulations), and to average assets (as defined).

The following table compares, as of December 31, 2003 and December 31, 2002, the total capital

and Tier 1 capital of the Company (on a consolidated basis), and that of the Bank, to the capital
requirements imposed by government regulations (with amounts stated in thousands):

FOOTHILL INDEPENDENT BANCORP Capital Needed
To Be Well
For Capital ~ Capitalized Under
Adequacy  Prompt Corrective
Actual Purposes Provisions
Amount Ratio Amount Ratic Amount Ratio
As of December 31, 2003:
Total capital to risk-weighted
assets $73,541 14.1% $41,606 8.0% N/A N/A
Tier 1 capital to risk-weighted
assets 68,531 132% 20,803 4.0% N/A N/A
Tier 1 capital to average assets 68,531 9.9% 27,736 4.0%  N/A N/A
As of December 31, 2002:
Total capital to risk-weighted
assets $69,749 14.2% $39,278 8.0% N/A N/A
Tier 1 capital to risk-weighted
assets 65,130 13.3% 19,639 4.0% N/A N/A
Tier 1 capital to average assets 65,130 10.8% 24,047 40%  N/A N/A
FOOTHILL INDEPENDENT BANK Capital Needed
To Be Well
For Capital ~ Capitalized Under
Adequacy  Prompt Corrective
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2003:
Total capital to risk-weighted
assets $71,619 13.8% $41,504 8.0% $51,880 10.0%
Tier 1 capital to risk-weighted
assets 66,610 12.8% 20,752 4.0% 31,128 6.0%
Tier 1 capital to average assets 66,610  9.7% 27,607 4.0% 34509 5.0%
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As of December 31, 2002:
Total capital to risk-weighted

assets $60,860 12.6% $38,760 8.0% $48,450 10.0%
Tier 1 capital to risk-weighted

assets 56,241 11.6% 19380 4.0% 29,070 6.0%
Tier 1 capital to average assets 56,241  9.4% 23932 4.0% 29915 5.0%

As disclosed in Note #9 ~ Junior Subordinated Debentures, subject to percentage limitations, the
proceeds from the issuance of trust preferred securities are considered Tier 1 capital of the Company
for regulatory purposes. However, as a result of the issuance of FIN 46 and FIN 46R, the Company's
trust subsidiary that issued the trust preferred securities is no longer consolidated in the Company's
financial statements and therefore the proceeds received by the trust subsidiary from its sale of the
trust preferred securities, which were transferred to the Company in exchange for the Company’s
issuance of the Junior Subordinated Debentures is reported in these financial statements as subor-
dinated debt of the Company. The Federal Reserve Board has indicated that it would review the reg-
ulatory implications of this change in financial reporting on the continued inclusion of these
amounts in regulatory capital. The Federal Reserve Board ias advised bank holding companies to
continue to report the amount of the trust preferred securities in regulatory reports as a minority
interest and thereby included in Tier 1 capital.

NOTE #20 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The table below presents the carrying amounts and fair values of financial instruments at December
31, 2003 and 2002 (with dollars in thousands). FAS Statement 107, “Disclosures about Fair Value
of Financial Instruments,” defines the fair value of a financial instrument as the amount at which the
instrument could be exchanged in a current transaction between willing parties, other than in a
forced or liquidation sale. Fair value estimates are made at a specific point-in-time based on rele-
vant market information and information about the financial instrument. These estimates do not
reflect any premium or discount that could result from offering for sale at ane time the entire hold-
ing of a particular financial instrument. Because no market value exists for a significant portion of
the financial instruments, fair value estimates are based on judgments regarding current economic
conditions, risk characteristics of various financial instruments, future expected loss experience and
other factors, These estimates are subjective in nature, involve uncertainties and matters of judg-
ment, and therefore can not be determined with precision. Changes and assumptions could signit-
icantly affect the estimates.

The following methods and assumptions were used to estimate the fair value of financial instru-
ments:

* |nvestment Securities

For U.S. Treasury and U.S. Government Agency securities, fair values are based on market prices.
For other investment securities, fair value equals quoted market price if available. If a quoted mar-
ket price is not available, fair value is estimated using quoted market prices for similar securities
as the basis for a pricing matrix.

* Loans

The fair value for loans with variable interest rates is the carrying amount. The fair value of fixed
rate loans is derived by calculating the discounted value of the future cash flows expected to be
received from the various homogeneous categories of loans. Al loans have been adjusted to
reflect changes in credit risk.

* Deposits
The fair value of demand deposits, money market deposits, savings accounts and NOW accounts
is defined as the amounts payable on demand at December 31, 2003, and December 31, 2002.
The fair value of fixed maturity certificates of deposit is estimated based on the discounted value
of the future cash flows expected to be paid on the deposits.

+ Short-Term Borrowings/lunior Subordinated Debentures

Rates currently available to the Bank for debt with similar terms and remaining maturities are used
to estimate the fair value of existing debt.

December 31, 2003 December 31, 2002
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial Assets
Cash and cash equivalents $ 53,065 $ 53,065 § 58965 $ 58,965
Investment securities and deposits 153,700 152,164 98,700 97,365
Loans 459,574 494,162 440,849 445,771
Direct lease financing 528 542 1,211 1,200
Cash surrender value 11,491 11,491 6,778 6,778




Financial Liabilities

Deposits 612,050 611,616

Short-Term borrowings - —

Junior subordinated debentures 8,248 8,248
Unrecognized Financial Instruments

Commitments to extend credit 46,022 460

Standby letters of credit 1,422 14

NOTE #21 - CONDENSED FINANCIAL INFORMATION
BANCORP (PARENT COMPANY)

534,562
8,248

55,933
1,404

OF FOOTHILL INDEPENDENT

536,520
8,248

559
14

BALANCE SHEETS
2003 2002 2001
Assets (In thousands)
Cash $ 371§ 508 0§ 122
Interest-bearing deposits in financial institutions 297 1,500 -
Investment securities available-for-sale - 5,996 —
Investment in subsidiaries 67,194 57,240 51,361
Accounts receivable 908 285 385
Prepaid expenses 289 264 76
Accrued interest and other assets — 68 —
Total Assets $69,059  $65,861 $51,944
Liabilities and Stockholders’ Equity
Liabilities
Accounts payable $ 23 %5 37 0§ 9
Long term debentures 8,248 8,248 —
8,271 8285 §_ 92
Stockholders’ Equity :
Common stock 6 b 6
Additional paid-in capital 67,194 52,449 42,892
Retained earnings (deficit) 6,412) 5,121 8,954
Total Stockholders’ Equity 60,788 57,576 51,852
Total Liabilities and Stockholders Equity $69,059  $65,861  $51,944
STATEMENTS OF INCOME
Income
Equity in undistributed income of subsidiaries ~ $ 8,910  § 8072 § 7,197
Interest income 29 4 —
8,939 8,076 7,197
Expense
Amortization and other expenses 860 646 560
Total Operating Income 8,079 7,430 6,637
Tax benefit of parent’s operating expenses 342 264 213
Net Income $ 8,421 $ 7,694 $.6850
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001
2003 2002 2001
Cash Flows From Operating Activities {In thousands)
Cash received for tax benefit from
Foothill Independent Bank $ 264 $ 213 $175
Interest received 33 — -
Cash paid for operating expenses (1,173) 779 (629)
Net Cash Provided (Used) By
Operating Activities _(876) _(566) (454)
Cash Flows from Investing Activities
Purchase of deposits in other financial
institutions 1,203 {1,500 —
Purchase of investment securities
available-for-sale 5,996 {5,999) —
Capital contributed to subsidiary (4,000) _(248) (150)
Net Cash Provided (Used) By Investing
Activities 3,199 (7.747) (150)

Cash Flows From Financing Activities

Dividends paid (4,158)
Dividends received from Foothill

Independent Bank 2,650
Issuance of debentures -
Proceeds from stock purchased —
Proceeds from exercise of stock options 2,610
Capital stock repurchased (3.562)

Net Cash Provided (Used) By Financing Activities (2,460)

Net Increase (Decrease) in Cash (137)
Cash, Beginning of Year 508
Cash, End of Year $ 371

Reconciliation of Net Increase to Net Cash
Provided by Operating Activities
Net Income $8,421
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities

Amortization 8
Undistributed earnings of subsidiaries (8,910)
(Increase) Decrease in accounts receivable (360)
Increase in accrued interest receivable 4
Increase in prepaid expenses (25)
Increase (Decrease) in accounts payable _ (14

Total Adjustments (9,297)
Net Cash Provided (Used) by Operating Activities $_(876)

O
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NOTE #22 - SUMMARY OF QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
The following quarterly financial information for the Company and its subsidiaries for the two years

ended December 31, 2003 and 2002, is summarized below:

2003
FIRST SECOND THIRD FOURTH
{In thousands, except per share amounts)
Summary of Operations
Interest income $8,609 $8,556 $9,317 $9,198
Interest expense 1,104 1,138 1,043 998
Net interest income 7,505 7,418 8,274 8,200
Provision for loan losses — 100 200 48
Net interest income after provision
for loan losses 7,505 7318 8,074 8,152
Other income 1,350 1,434 1,416 1,413
Other expense 5,672 5,664 6,077 6,102
Income before taxes 3,183 3,088 3,413 3,463
Applicable income taxes 1,152 1115 1,215 1,244
Net Income $2.031 $1.973 $2,198 $2.219
Earnings Per Share - Basic $.031 $.030 $ 033 $.033
Earnings Per Share - Diluted $_0.29 $.028  $031 $.031
02
FIRST  SECOND THIRD  FOURTH
(In thousands, except per share amounts)
Summary of Operations
Interest income $8,622 $8,814 $8,732 $8,643
Interest expense 1,384 1,254 1,244 1,157
Net interest income 7,238 7,560 7,488 7,486
Provision for loan losses 100 150 110 100
Net interest income after provision
for loan losses 7,138 7,410 7,378 7,386
Other income 1,346 1,658 1,255 1,435
Other expense 5,527 5,948 5,593 5,866
Income hefore taxes 2,957 3,120 3,040 2,955
Applicable income taxes 1075 1127 1,100 1,076
Net income $1,882 $1,993 $1.940 $1,879
Earnings Per Share - Basic $.0.29 $.0.30 $_0.30 $.0.28
Earnings Per Share - Diluted $.029 $.0.28 $_0.28 $.0.26
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Independent Auditors Report
Board of Directors and Stockholders

Foothill Independent Bancorp and Subsidiaries

Glendora, California

We have audited the accompanying consolidated balance sheets of Foothill Independent Bancorp and
Subsidiaries as of December 31, 2003 and 2002, and the related consolidated statements of income and
changes in stockholders' equity and statements of cash flows for the three years ended December 31,
2003. These consolidated financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Foothill Independent Bancorp and Subsidiaries as of December 31, 2003
and 2002, and the results of its operations and cash flows for the three years ended December 31, 2003,
in conformity with accounting principles generally accepted in the United States of America.

\IWJ jMJbo?S+ QS.) Lif

Vavrinek, Trine, Day & Co., LLP
Rancho Cucamonga, California
January 23, 2004
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